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INCIDENCE OF THE RETAIL SALES TAX 
AS APPLIED TO OKLAHOMA
BY KAREN S. JOHNSON 
MAJOR PROFESSOR: MARILYN R. FLOWERS, Ph.D.
The in c id e n c e ,  o r  d i s t r i b u t i o n a l  e f f e c t ,  o f  t h e  r e t a i l  s a l e s  t a x  
has long been a concern  o f  both econom ists  and s t a t e  l e g i s l a t o r s .  Because 
th e  s a l e s  t a x  i s  added t o  consumer e x p e n d i tu re s ,  and because households 
w ith  lower incomes spend a l a r g e r  p ro p o r t io n  o f  t h e i r  t o t a l  income on 
consumption, as compared t o  households w i th  h ig h e r  incom es, th e  s a l e s  
ta x  has been la b e le d  a r e g r e s s iv e  t a x .  The purpose o f  t h i s  s tudy  i s  to  
examine th e  in c id e n c e  o f  th e  r e t a i l  s a l e s  t a x  in  Oklahoma, using r e c e n t  
in c id e n c e  t h e o r i e s ,  as w ell  as reg io n a l  m o d if ic a t io n s  o f  th e  t r a d i t i o n a l  
method.
The survey  o f  r e t a i l  s a l e s  t a x  in c id e n c e  th e o ry  in c lu d e s  t h e  deve lop ­
ment o f  genera l  and p a r t i a l  e q u i l ib r iu m  m odels , and p re s e n ts  th e  hypo­
t h e s i s  a l l o c a t i n g  burden on th e  s o u rc e s ,  as opposed to  th e  u s e s ,  s i d e  
o f  th e  income e q u a tio n .  An expanded measure o f  household income i s  developed 
f o r  use  as t h e  in c id e n c e  b ase ,  and t h e  burden o f  Oklahoma's r e t a i l  s a l e s  
t a x  i s  expressed  us ing  v a r io u s  a l l o c a t i o n  methods and s h i f t i n g  assum ptions .  
Actual pub lished  in fo rm a t io n  f o r  Oklahoma and i n t e r p o l a t i o n  o f  reg io n a l  
d a ta  p rov ide  th e  s t a t i s t i c s  used f o r  t h e  com parative  a n a ly s i s .  The e f f e c t
o f  th e  fe d e ra l  o f f s e t ,  s in c e  s a le s  tax e s  can be deducted from fe d e ra l  
income t a x ,  and th e  p o r t io n  o f  s a le s  tax es  paid by b u s in e s s e s ,  r a t h e r  
than  consumers, in f lu e n c e  th e  a c tu a l  burden o f  th e  s a le s  t a x .  I t  i s  con­
cluded t h a t  th e  p re s e n t  s a l e s  t a x  in  Oklahoma i s  indeed r e g r e s s i v e ,  but 
no t to  th e  e x te n t ,  e i t h e r  in  rea l  o r  p ro p o r t io n a l  te rm s ,  g e n e ra l ly  a s ­
sumed.
INCIDENCE OF THE RETAIL SALES TAX 
AS APPLIED TO OKLAHOMA
CHAPTER I 
INTRODUCTION
The in c id e n c e ,  o r  d i s t r i b u t i o n a l  e f f e c t ,  o f  th e  r e t a i l  s a l e s  t a x  
has been a concern o f  economists and s t a t e  l e g i s l a t u r e s  ev e r  s in c e  s t a t e  
governments i n i t i a t e d  t h e  t a x a t io n  o f  consumer s a le s  as a way to  o b ta in  
s t a t e  revenue. Because th e  r e t a i l  s a le s  t a x  a p p l ie s  to  most consumer 
e x p e n d i tu re s ,  and because persons w ith  lower incomes t r a d i t i o n a l l y  spend 
a l a r g e r  p ro p o r t io n  o f  t h e i r  t o t a l  income on consumer goods, th e  s a le s  
ta x  has been la b e le d  a r e g r e s s iv e  t a x ,  and l e g i s l a t o r s  c o n t in u a l ly  lobby 
f o r  expanded exemptions o r  reduced r a t e s ,  in  o rd e r  to ease  th e  burden 
on th e  poor. The r e c e n t  development o f  more thorough in c id e n ce  models, 
however, has suggested  t h a t  th e  in c id en ce  o f  th e  ty p ic a l  s t a t e  r e t a i l  
s a le s  t a x  i s  perhaps p r o p o r t io n a l ,  o r  a t  l e a s t ,  l e s s  r e g r e s s iv e ,  than  
o r i g i n a l l y  assumed. S ince  th e  s a le s  t a x  has always been r e l a t i v e l y  easy 
to  c o l l e c t ,  w i th  minimal "pain"  experienced  by th e  tax p a y e r  a t  any one 
t im e ,  i t  seems a p p ro p r ia te  to  i n v e s t i g a t e  th e  in c id e n ce  q u e s t io n  f o r  
Oklahoma's s a le s  t a x .
This s tudy  p re se n ts  an updated a n a ly s i s  o f  s a le s  t a x  in c id en ce  
th e o ry ,  e s p e c i a l l y  th e  development o f  genera l e q u il ib r iu m  in c id en ce
models and Edgar K= Browning's th eo ry  app ly ing  th e  s a le s  t a x  burden to  
th e  s o u rc e s ,  r a t h e r  than  th e  u s e s ,  s id e  o f  th e  income e q u a tio n .  The : 
em pir ica l  work i s  l im i te d  to  de te rm in ing  th e  in c id e n ce  o f  Oklahoma's 
r a t h e r  comprehensive 2 .0  per  cen t  s t a t e  s a le s  t a x .  Using both the  
t r a d i t i o n a l  and more r e c e n t  th e o r i e s  t o  de te rm ine  th e  d i s t r i b u t i o n  o f  
th e  s a le s  t a x  burden among income b r a c k e ts ,  as well as co n s id e r in g  th o se  
f a c to r s  p e c u l i a r  to  t a x  in c id en ce  f o r  on ly  one s t a t e ,  th e  a c tu a l  in c id en ce  
o r  burden o f  Oklahoma's r e t a i l  s a l e s  t a x ,  as r e l a t e d  to  a comprehensive 
b e f o r e - t a x ,  a f t e r - t r a n s f e r s  income b a se ,  i s  on ly  about h a l f  o f  th e  s t a t e ' s  
2 .0  per c e n t  s a le s  t a x  r a t e  f o r  most t a x p a y e rs .  The in c id e n ce  p a t t e rn  
i s  l e s s  r e g r e s s iv e  than  t r a d i t i o n a l l y  assumed, and i f  th e  low est and h igh­
e s t  o f  t h e  te n  income b rac k e ts  u t i l i z e d  in  th e  s tudy  a re  e l im in a te d ,  th e  
e f f e c t  o f  th e  s a le s  t a x  i s  n e a r ly  p r o p o r t io n a l .  Moreover, a l l  o f  
Oklahoma's s a le s  t a x  revenue i s  earmarked f o r  th e  funding o f  th e  Oklahoma 
Department o f  Human S e r v ic e s ,  which s u p p l ie s  th e  s t a t e ' s  w e l fa r e  s e r v i c e s ,  
as well as c e r t a i n  educa t iona l  and h e a l th  programs. S ince  th e s e  programs 
t r a d i t i o n a l l y  b e n e f i t  lower income groups more than  th o se  w ith  h igher  
incomes, th e  combined t a x  and e x p e n d itu re  in c id e n ce  o f  th e  s a le s  t a x  would 
be s h i f t e d  f u r t h e r  toward a p r o p o r t io n a l ,  o r  even p rogres ;s ive , b ia s .
Because o f  d a ta  l i m i t a t i o n s ,  th e  s t a t i s t i c a l  work r e l i e s  on numer­
ous assum ptions and approxim ations concern ing  income and e x p e n d itu re  p a t ­
t e r n s .  The changes t h a t  have occurred  in  th e s e  p a t t e r n s ,  as w ell  as in  
th e  p r ic e  l e v e l ,  s in c e  th e  1973 base y e a r  make th e  a c tu a l  numbers o u td a te d .  
Since averages  f o r  each income lev e l  must be used , th e  r e a l  burden f o r  
any given fam ily  u n i t  i s  not known. N e v e r th e le s s ,  th e  r e s u l t s  provide 
an overview o f  how th e  r e t a i l  s a le s  t a x  g e n e ra l ly  a f f e c t s  Oklahoma f a m i l i e s .
The form at f o r  th e  s tudy  w i l l  in c lu d e  f i r s t  a c h a p te r  on th e  d e v e l ­
opment o f  a th eo ry  o f  in c id e n ce  a n a l y s i s ,  e s p e c i a l l y  as i t  p e r t a in s  to  
t h e  r e t a i l  s a l e s  t a x .  Both p a r t i a l  and general models a re  p re se n te d .
The problems p e c u l i a r  to  th e  d e te rm in a t io n  o f  an in d iv id u a l  s t a t e ' s  t a x  
in c id e n c e  a re  then  e xp lo red . The fo l lo w in g  c h a p te rs  w i l l  d i s c u s s  th e  
e s ta b l is h m e n t  o f  a s u i t a b l e  income base and survey  th e  income measures 
used by d i f f e r e n t  government agencies  in  v a r io u s  in c id e n ce  s t u d i e s .  The 
procedure  f o r  developing  th e  broad income measure accep ted  as th e  base 
in  t h i s  s tu d y  i s  then  d e s c r ib e d .
Chapter VI p rov ides  th e  e m p ir ica l  a n a ly s i s  and a c tu a l  com putation 
o f  t h e  in c id e n ce  o f  Oklahoma's r e t a i l  s a l e s  t a x ,  us ing  a s l i g h t ly - m o d i f i e d  
t r a d i t i o n a l  in c id e n c e  p ro ced u re ,  which de te rm ines  burden on th e  amount 
o f  t a x a b le  consumption, as well as Browning's so u rc e s -o f - in c c m e  model.
I t  i s  a lso  shown how d i f f e r i n g  assum ptions reg a rd in g  fe d e ra l  t a x  o f f s e t s  
and th e  a l l o c a t i o n  o f  bus in ess  t a x e s  can a f f e c t  in c id e n ce  c o n c lu s io n s .  
L im i ta t io n s  o f  th e  a n a ly s i s  a re  p re se n ted  so t h a t  any c onc lu s ions  r e g a rd ­
ing  th e  in c id e n ce  o f  th e  r e t a i l  s a l e s  t a x  in  Oklahoma can be viewed In  
t h e  p roper  p e r s p e c t iv e .  A com putation o f  s a le s  t a x  in c id e n c e  i f  food 
were excluded from th e  t a x  base and a d i f f e r e n t i a l  a n a l y s i s ,  comparing 
th e  e x i s t i n g  s a le s  t a x  in c id e n ce  to  t h e  in c id e n ce  o f  a s t a t e  income ta x  
p rov id ing  th e  same revenue , a re  d e s c r ib e d  in  th e  f i n a l  c h a p te r .  They 
prov ide  a d d i t io n a l  in fo rm a tio n  f o r  use in  summarizing th e  concluding  
though ts  reg a rd in g  t h i s  e x te n s iv e  survey  o f  Oklahoma's r e t a i l  s a l e s  t a x .
CHAPTER II  
SALES TAX INCIDENCE THEORY
Incidence a n a ly s i s  d e s c r ib e s  how a p a r t i c u l a r  t a x  a f f e c t s  th e  
d i s t r i b u t i o n  o f  th e  rea l  income a v a i l a b le  f o r  p r iv a te  use . T o ta l  rea l  
income f o r  th e  s o c ie ty  i s  t h e o r e t i c a l l y  not changed by th e  im pos i t ion  
o f  a t a x ,  f o r  a t a x  simply causes a t r a n s f e r  o f  income from p r iv a t e  to  
p u b l ic  use . In t h a t  th e  government spends th e  revenue i t  r e c e iv e s  in  
t a x e s ,  and thereby  u t i l i z e s  th e  resou rces  t h a t  have been r e le a s e d  because 
o f  d e c l in in g  demand caused by t a x a t io n ,  th e r e  w i l l  be no o v e ra l l  burden 
to  th e  economy, except to  th e  e x te n t  t h a t  excess burden occurs  when taxes  
d i s t o r t  the  economic d e c is io n s  o f  th e  p r iv a t e  s e c to r .  This d i s t o r t i o n  
causes an e f f i c i e n c y  c o s t  and r e s u l t s  when th e  p r iv a te  s e c t o r ' s  t o t a l  
burden from a t a x  i s  g r e a t e r  than  th e  revenue rece ived  by th e  government.^ 
Even when th e r e  i s  no excess burden, however, t a x e s ,  and th e  subsequent 
government e x p e n d i tu re s ,  can a l t e r  e i t h e r  th e  d i s t r i b u t i o n  o f  f a c t o r  
income o r  consumption p a t t e r n s ,  and th u s  can cause a change in  th e  amount 
o f  income a v a i l a b le  to  s p e c i f i c  in d iv id u a ls  o r  o v e ra l l  income c la s s e s .
This change in  rea l  income a v a i l a b le  i s  synonymous w ith  in c id e n c e .
To p roper ly  e v a lu a te  th e  in c id e n ce  o f  a t a x ,  r e c e n t  s tu d i e s  have 
used e i t h e r  a ba lanced-budget approach o r  a d i f f e r e n t i a l  approach.
For a thorough d i sc u s s io n  on th e  excess burden o f  a t a x ,  see  
Chapter 21 in  Musgrave and Musgrave . P ub lic  Finance in  Theory and P r a c t i c e , 
second e d i t i o n ,  (New York: McGraw H ill  Book Company, 1975), pp. 451=481.
Balanced-budget in c id e n ce  i s  a c tu a l ly  a "net"  co n cep t ,  which combines 
th e  e f f e c t s  o f  a ta x  and th e  government expend itu res  f inanced  by th e  t a x  
and d e sc r ib e s  th e  r e s u l t i n g  e f f e c t  on th e  d i s t r i b u t i o n  o f  p r iv a te  incomes. 
In o rd e r  to  i s o l a t e  th e  ta x  e f f e c t s  in  the  ba lanced-budget model, i t  i s  
g e n e ra l ly  assumed t h a t  government spending o f  t a x  revenue i s  " d i s t r i b u t i o n -  
a l l y - n u e t r a l " —meaning t h a t  th e  impact on f a c t o r  and product p r ic e s  o f  
government spending i s  no d i f f e r e n t  than  th e  impact made by p r iv a t e  i n ­
d iv id u a ls  p r io r  to  th e  t a x .  I t  i s  as i f  t a x  revenues were sim ply re tu rn ed  
to  households to  spend as they  w ish . I t  i s  no t n e c e s s a r i ly  assumed t h a t  
th e  government purchases th e  exact  same goods as i n d iv i d u a l s ,  f o r  the  
same r e s u l t s  should  occur as long as th e  government u t i l i z e s  th e  f a c to r s  
o f  production  t h a t  would have been employed to  produce th e  goods demanded 
w ithou t  a t a x ,  o r  as long as s u b s t i t u t i o n  o f  p u b l ic  f o r  p r iv a t e  spending 
does no t s i g n i f i c a n t l y  a l t e r  r e l a t i v e  f a c t o r  o r  product p r i c e s .  According 
to  Edgar K. Browning, th e  " d i s t r i b u t i o n a l l y - n e u t r a l "  assumption "means 
t h a t  th e  government purchases  goods in  amounts t h a t  o f f s e t  th e  reduc t ion  
in  p r iv a t e  purchases due to  th e  income e f f e c t s  o f  th e  t a x  but no t i t s  
s u b s t i t u t i o n  e f f e c t s . " ^
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For an economy producing only  two goods, x and y ,  Charles McLure 
d e f in e s  th e  " d i s t r i b u t i o n a l l y - n e u t r a l "  concept more e x a c t ly  by assuming 
" th a t  a l l  i n d iv id u a l s  and th e  government have th e  same m arginal propen­
s i t y  to  consume x and th e  same income-compensated e l a s t i c i t y  o f  demand 
f o r  good x w ith  r e s p e c t  to  r e l a t i v e  product p r ic e s  Px/Py> but t h a t  i n d i v i ­
dua ls  do not n e c e s s a r i ly  have th e  same average p ro p e n s i ty  to  consume x ."  
(Charles E. McLure, J r . ,  "Tax In c id e n ce ,  Macroeconomic P o l ic y ,  and Absolute 
P r i c e s ,"  Q u a r te r ly  Jou rna l  o f  Economics, November, 1970, p. 255 .)  This 
d e f i n i t i o n ,  however, seems to  be more r e s t r i c t i v e  than  n ecessa ry .
o
Edgar K. Browning, "The Burden o f  T ax a tio n ,"  Journa l  o f  P o l i t i c a l  
Economy 86 (August 1978): 654.
D i f f e r e n t i a l  in c id e n c e ,  in  c o n t r a s t ,  examines th e  d i s t r i b u t i o n a l  
r e s u l t s  caused by s u b s t i t u t i n g  one t a x  f o r  a n o th e r  ( th e  in d iv id u a l  income 
ta x  t r a d i t i o n a l l y  s e rv e s  as th e  base t a x )  v jhile  ho ld ing  p u b l ic  expendi­
t u r e s  c o n s ta n t .  However, as P e te r  Mieszkowski observed in  1969, t h e r e  
i s  a c tu a l l y  l i t t l e  d i f f e r e n c e  in  th e  ba lanced-budget and d i f f e r e n t i a l  
approaches in  p r a c t i c e .  One can e a s i l y  be converted  to  th e  o t h e r ,  simply 
by using  th e  p ro p o r t io n a l  income ta x  as th e  r e f e re n c e  b a s e .^
The ba lanced-budget a n a ly s i s ,  w i th  th e  " d i s t r i b u t i o n a l l y - n e u t r a l "  
assumption reg a rd in g  government e x p e n d i tu re s ,  i s  th e  procedure  adopted 
f o r  t h i s  s tu d y .  I t  i s  perhaps im portan t  he re  to  d i s t i n g u i s h  between th e  
usage o f  th e  term s "burden" and " inc idence"  in  th e  fo llow ing  pages. All 
tax es  i n f l i c t  a burden , in  t h a t  they  reduce e i t h e r  income a v a i l a b l e  f o r  
spending o r  th e  pu rchas ing  power o f  th e  o v e ra l l  income o f  th e  i n d iv id u a l .  
In c id e n ce ,  however, r e f e r s  to  how a t a x  a f f e c t s  th e  income o f  d i f f e r e n t  
groups in  s o c ie ty .  When used to  d e s c r ib e  th e  o v e ra l l  e f f e c t  o f  a t a x ,  
in c id e n ce  d e f in e s  t h a t  one in d iv id u a l  o r  income group which bears  a 
g r e a t e r  than  average burden as a r e s u l t  o f  a t a x .  " Inc idence"  and "bur­
den" a re  no t  used c o n s i s t e n t ly  in  t a x  l i t e r a t u r e ,  and th u s ,  they  a re  o f te n  
used in te rc h a n g e a b ly .
Sources Versus Uses o f  Income 
In an exchange economy, a t a x  can in f lu e n c e  r e a l  income by a l t e r ­
ing  e i t h e r  th e  p r ic e s  rece iv ed  in  payment f o r  f a c t o r  s e rv ic e s  ( th e  sources  
o f  incom e), o r  th e  p r ic e s  pa id  f o r  goods and s e rv ic e s  purchased ( th e  uses
^ P e te r  Mieszkowski, "Tax Incidence  Theory: The E f fe c ts  o f  Taxes 
on th e  D is t r i b u t io n  o f  Income," Jou rna l  o f  Economic L i t e r a t u r e ,  7 (Decem­
be r  1969): 1105.
o f  income). These two e f f e c t s  a re  ad d it iv O i  and--depending on such v a r i ­
ab le s  as th e  type  o f  t a x ,  th e  f a c t o r  i n t e n s i t i e s  involved  in  p ro d u c t io n ,  
th e  consumption p a t t e rn s  o f  d i f f e r e n t  i n d iv i d u a l s ,  and th e  e l a s t i c i t i e s  
o f  s u b s t i t u t i o n  between f a c t o r s  and p ro d u c ts—th e  sources  and uses e f f e c t s  
can be e i t h e r  o f f s e t t i n g  o r  r e in f o r c in g .
Richard Musgrave, who i s  c r e d i te d  w ith  develop ing  th e  sources  
and uses co n cep t ,  d e s c r ib e s  how ta x e s  e n te r  th e  household account by d e ­
f in in g  d i sp o s a b le  r e a l  income (DRY) as fo l lo w s .^
E -  DY
DRY = --------^  = —  (1)
P +  T g  GP
E i s  ea rn ings  o r  r e tu r n  from any f a c t o r ,  and i s  income ta x  which i s  
s u b t r a c te d  from E to  achieve  DY, d isp o s a b le  income. P i s  p r ic e  ( a t  f a c t o r  
c o s t )  o f  p roducts  and s e rv ic e s  bought, w h ile  Tg i s  s a le s  t a x  t h a t  i s  
added to  P to  o b ta in  GP, th e  g ross  o r  market p r i c e .  D ividing DY by GP 
prov ides  d isp o s a b le  r e a l  income.
The sources  o f  income (as r e f l e c t e d  by th e  numerator o f  th e  equa­
t i o n )  w i l l  be changed e i t h e r  when income t a x  i s  changed (a  primary e f f e c t ) ,  
o r  when a ta x  a l t e r s  f a c t o r  r e t u r n s ,  E, ( regarded  as a secondary e f f e c t ) .  
For example, i f  a c o rp o ra t io n  ta x  de c re a ses  c a p i t a l  e a rn in g s ,  DY arid con­
se q u e n t ly ,  DRY w i l l  d e c l in e .  The same r e s u l t  would occur were ta x e s  on 
income r a i s e d .  On th e  uses o r  ex p en d itu re s  s id e  ( th e  denominator o f  th e  
e q u a t io n ) ,  th e  prim ary t a x  e f f e c t  w i l l  occur w i th  a change in  Tg. How­
e v e r ,  a genera l ad justm ent o r  response  to  a t a x  may a lso  cause a change 
in  P, r e s u l t i n g  in  a secondary e f f e c t .  In any c a s e ,  i f  ta x e s  cause GP
^Richard A. Musgrave and Peggy B. Musgrave, P ub lic  Finance in  
Theory and P r a c t i c e , second e d i t io n  (New York: McGraw H ill  Book Company. 
1976). D. 381.
t o  i n c r e a s e ,  d isp o s a b le  r e a l  income f a l l s ,  assuming th e r e  has been no 
o f f s e t t i n g  change on th e  sou rces  s id e  o f  th e  household account. Both 
prim ary and secondary e f f e c t s  w i l l  a l t e r  DRY f o r  in d iv id u a l  households, 
bu t  f o r  more genera l  income g roups,  th e  primary e f f e c t s  presumably w i l l  
dom inate .
The same id ea  d i f f e r e n t i a t i n g  between th e  sources and uses o f  
income in  de te rm in ing  ta x  i n c i d e n c e . i s  de fined  in  a s l i g h t l y  d i f f e r e n t  
manner by th e  numerous genera l e q u i l ib r iu m  ana lyses  o f  t a x  e f f e c t s  t h a t  
have evolved in  th e  l a s t  20 y e a r s .  Most s tu d ie s  have assumed an a l l -  
consumption economy, where two f a c t o r s  ( c a p i t a l ,  K, and l a b o r ,  L) a re  
used in  th e  p roduction  o f  two goods (X and Y). Both f a c t o r  and product 
m arkets  a re  p e r f e c t l y  c o m p e t i t iv e ,  p r ic e s  a re  f l e x i b l e ,  t h e r e  i s  no ne t  
sav in g  o r  in v es tm e n t ,  re so u rces  a re  fu lly -em p lo y ed ,  f a c t o r  su p p l ie s  a re  
assumed f i x e d ,  a lthough  f a c t o r s  a re  i n i t i a l l y  assumed to  be com pletely  
m obile  between s e c to r s  ( a t  l e a s t  in  th e  long r u n ) ,  and f a c t o r s  re c e iv e  
t h e  v a lu e  o f  t h e i r  marginal p ro d u c ts .  For convenience, u n i ts  a re  de fined  
in  such a way so t h a t  i n i t i a l  p r ic e s  equal u n i ty .  Thus any a b so lu te  change 
in  p r i c e  i s  th e  same as an equal p e rcen tage  change.^
Income be fo re  ta x e s  i s  d e sc r ib ed  as th e  sum o f  c a p i t a l  and lab o r  
income ( th e  sou rces  o f  incom e), which i s  e q u iv a le n t  to  t o t a l  purchases 
o f  X any Y ( th e  uses o f  income). This assumes t h a t  both i n i t i a l  f a c t o r  
e a rn in g s  and consumption purchases  encompass t o t a l  income.
The assumption t h a t  p r ic e s  equal u n i ty  means t h a t  P|. = = Px =
Py = 1. According to  McLure and T h i r s k ,  t h i s  convention "allows one to  
use in te rc h a n g e a b ly  physica l  and va lue  terms f o r  f a c to r s  o r  ou tpu t  in  
t h e  i n i t i a l  n o - tax  s i t u a t i o n . "  [C harles  E. McLure, J r .  and Wayne R. T h i r s k ,  
"A S im p l i f ie d  Exposition  o f  th e  H arberger Model I :  Tax In c id e n ce ,"  National 
Tax Jou rna l  28 (March 1975): 4 . ]
I = Pt L + p,, K = X + p., Y (2)
I *  ^  j r
P^ and P|  ^ a re  th e  p r ic e s  o f  l a b o r  and c a p i t a l ,  P^ and P^ r e p re s e n t  th e  
p r ic e s  o f  th e  two goods, and I i s  income. As noted e a r l i e r ,  a t a x  may 
e n t e r  th e  system and change any o f  th e s e  v a r i a b le s .
For an in d iv id u a l  household , t o t a l  income can be expressed  on 
th e  sources  s id e  by d e f in in g  th e  amount o f  income t h a t  an in d iv id u a l  r e ­
c e iv es  and can spend. In a tw o - fa c to r  economy
Following th e  im pos i t ion  o f  a t a x ,  th e  equa tion  (o r  t o t a l  d i f f e r e n t i a l )  
r e p re s e n t in g  th e  change t h a t  occurs  in  an i n d i v i d u a l ' s  income i s
d l .  d P ^ ^ - P ^ d k ^ t K . d P ^  (2b)
Two o f  th e s e  te rm s ,  P^dL^ and Pj^  dK^, r e p r e s e n t  changes in  th e  form, 
r a t h e r  than  th e  s i z e ,  o f  r ea l  income, and thus  can be igno red . (P-|_dL^ 
measures th e  s u b s t i t u t i o n  o f  money f o r  l e i s u r e  w ith  no lo s s  in  r e a l  income, 
whereas P|  ^ dK^  d e f in e s  a s u b s t i t u t i o n  o f  c u r r e n t  consumption f o r  sav ing  
and c a p i t a l  accum ula t ion .)  Moreover, w i th  th e  above assumptions t h a t  
f a c t o r s  a re  f u l l y  employed and a re  com plete ly  mobile between s e c t o r s ,  
t h e r e  can be no change in  th e  amount o f  o v e ra l l  l a b o r  and c a p i t a l  due 
t o  a t a x .  In th e  long -run  a n a ly s i s  o f  t a x  in c id e n c e ,  however, t h e s e  terms 
need to  be co n s id e red .^
Income, when expressed  in  terms o f  th e  uses o f  income (P^ X +
Py Y), measures th e  consumption o r  purchasing  power o f  th e  in d iv id u a l .
^This d isc u s s io n  i s  a combination o f  th e  id eas  expressed  by Musgrave 
(1959) and McLure (1970).
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I f  a t a x  causes a change in  product p r i c e s ,  th e  change in  th e  purchasing  power 
o f  a u n i t  o f  f a c t o r  income i s  measured by comparing th e  c o s t  o f  th e  o r ig in a l  
consumption bundle to  th e  c o s t  o f  t h i s  bundle a f t e r  a t a x  i s  imposed.
The r e s u l t i n g  equa tion  i s
= - W i  CP, 4. Y. d P p  (2c)
The minus s ig n  f o r  t h i s  e qua tion  in d ic a te s  t h a t  a t a x  w i l l  c r e a te  a lo ss  
in  r e a l  purchasing  pow er-- the  s i t u a t i o n  t h a t  occurs when dP^ and dP^ a re  
p o s i t i v e  (product p r ic e s  r i s e ) .
S ince  both th e  sou rces  and uses s id e s  f u l l y  consume income, th e  
f r a c t i o n  o f  income rece ived  by la b o r  can be d e f in ed  as h^, w i th  th e  f r a c ­
t i o n  o f  income rece ived  by c a p i t a l  being de f in ed  as (1 -  h ^ ) .  L ikew ise, 
on th e  uses s i d e ,  a^ d e f in e s  th e  f r a c t i o n  o f  income sp en t  on good X, 
th e  taxed  p ro d u c t ,  w ith  (1 -  a^)  r e p re s e n t in g  th e  f r a c t i o n  o f  income sp en t  
on th e  untaxed good, Y. The t o t a l  pe rcen tage  change in  p r iv a t e  r e a l  income 
o f  t h e  i t h  in d iv id u a l  r e s u l t i n g  from a t a x  can then  be w r i t t e n  as
d ' / ' i  = hj. d P ^ .  (1 -  h p  dP^ -  dP^ + (1 -  , . )  dPy] (3 )
Because i n i t i a l  f a c t o r  and p roduct  p r ic e s  were d e f in ed  to  equal u n i ty ,  
th e  te rm s ,  dP^, dPj^, e t c .  a c tu a l l y  express  pe rcen tage  changes in  p r i c e s .
R e la t iv e  Versus Absolute  P r ic e s  
I t  i s  im portan t  to  r e a l i z e  t h a t  in  de te rm in ing  ta x  in c id e n c e  o r  
chnage in  income d i s t r i b u t i o n ,  i t  i s  th e  change in  r e l a t i v e  f a c t o r  and 
p roduct p r ic e s  t h a t  m a t te r s .  Inc idence  i s  independent o f  a b s o lu te  p r ic e  
changes. (This assumes t h a t  no v a r i a b le s  in  th e  income eq u a tio n  a re  f ix e d  
i n  monetary t e rm s .)  Absolute p r i c e  lev e l  changes a re  determ ined  by
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macroeconomic p o l ic y ;  in c lu d in g  th e  e s ta b l ish m e n t  o f  th e  lev e l  o f  t a x a ­
t i o n .  In c o n t r a s t ,  economic f o r c e s ,  such as changes in  th e  ta x  s t r u c t u r e ,  
d i c t a t e  th e  change in  r e l a t i v e  p r i c e s .
This does not mean t h a t  changes in  a b so lu te  p r ic e s  do not i n f l i c t  
a t a x  burden upon th e  i n d iv i d u a l .  Obviously , some change in  a b so lu te  
p r ic e s  must occur  in  o rd e r  to  e f f e c t  r e l a t i v e  changes. An o v e ra l l  change 
in  p r i c e s ,  on e i t h e r  s id e  o f  th e  income e q u a t io n ,  t r a d i t i o n a l l y  measures 
th e  burden in  th e  economy c re a te d  by a genera l t a x ,  such as a p ro p o r t io n a l  
income t a x .  The w e l l -b e in g  o f  one s e c t o r  o f  th e  economy, in  r e l a t i o n  
to  a n o th e r ,  however, w i l l  no t  be a f f e c te d  in  th e  sim ple  a l l -consum ption  
model. Moreover, i f  government spends th e  t a x  revenue i n  a manner c o n s is ­
t e n t  w i th  th e  ba lanced-budget in c id e n ce  concept so t h a t  new government 
demand i s  s i m i l a r  to  th e  form er p r iv a t e  demand, a ta x  may not cause changes 
in  r e l a t i v e  p r i c e s .  The r e s u l t i n g  e f f e c t  on in c id e n ce  w i l l  be m ore-or-  
l e s s  n e u t r a l .  When r e l a t i v e  p r ic e s  change though , ta x  burden i s  no longer  
borne e q u a l ly  by a l l ,  bu t d i f f e r s  from t h a t  o f  th e  p ro p o r t io n a l  income 
t a x .  This  d i f f e r e n t i a l  burden i s  a c tu a l l y  th e  measure o f  t a x  in c id e n c e .
Monetary p o l ic y  de te rm ines  w hether  a t a x  w i l l  cause product p r ic e s  
to  i n c r e a s e  o r  f a c t o r  incomes to  d e c l in e .  Recall once aga in  th e  sim ple  
model eq u a tin g  th e  sou rces  o f  income, P|  ^ K + L, to  th e  uses o f  income,
Px X + Py Y, and a ls o  th e  t r a d i t i o n a l  equ iva lency  I = MV = PT o r  PQ. MV 
r e f e r s  to  (M) th e  money supp ly  a v a i l a b l e  in  th e  economy tim es (V) th e  
v e lo c i ty  o f  money in  c i r c u l a t i o n .  PT r e f e r s  to  th e  p r ic e  o f  goods tim es 
t r a n s a c t i o n s ,  w h ile  PQ i s  p r i c e  tim es th e  q u a n t i ty  o f  th e  good purchased. 
When a t a x  i s  imposed, th e  governm ent's  t a x  revenue must be considered  
as p a r t  o f  th e  sources  o f  income. Thus, MV = P^ X + P^ Y = Pj  ^ K + P-j^L + T.
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Assume t h a t  a 25 pe r  cen t  s a l e s  tax» t r a d i t i o n a l l y  d e p ic te d  as a 
wedge between th e  m a n u f a c tu r e r 's  o r . f a c t o r  p r ic e s  f o r  th e  product and 
th e  g ross  o r  m arket p r i c e  f o r  which th e  product i s  s o ld ,  i s  imposed on 
a l l  commodities in  an a l l -co n su m p tio n  economy. I f  monetary p o l ic y  i s  
accom odative, th e  money supp ly  would expand and p r ic e s  o f  X and Y would 
in c r e a s e  by 25 pe r  c e n t .  Thus, th e  g ross  p r ic e  paid  by consumers would 
equal $1.25 p e r  u n i t ,  though on ly  $1.00 pe r  u n i t  would be rece iv ed  by 
f a c t o r s .  Consumer A, f o r  example, w ith  f a c t o r  income o f  $1000, who could 
o r i g i n a l l y  pu rchase  1000 u n i t s  o f  X and Y, can now purchse  only  800 u n i t s  
a t  th e  $1 .25 . (See Table  I I - l . )  To m ain ta in  f u l l  employment o f  r e s o u r c e s ,  
th e  government would use i t s  t a x  revenue to  purchase  e i t h e r  th e  o th e r  
200 u n i t s  o f  X and Y o r  some o t h e r  good produced by th e  r e l e a s e d  f a c t o r s .  
Assuming a genera l  s a le s  t a x  means t h a t  a t a x  i s  pa id  on p u b l i c ,  as well 
as on p r i v a t e ,  u sag e ,  t a x  revenue to  th e  government would t o t a l  $250, 
r e p r e s e n t in g  20 p e r  c e n t  o f  th e  n e w ly - in f la te d  income le v e l  o f  $1250.
Of th e  t o t a l  $250 t a x  revenue , however, government i t s e l f  provided  $50, 
as a r e s u l t  o f  pu rchas ing  200 u n i t s  a t  th e  i n f l a t e d  $1.25 p r i c e .  Thus, 
ne t  government revenue equa ls  $200.
I f  monetary p o l ic y  does no t a llow  product p r ic e s  to  i n c r e a s e ,  
however, a 25 p e rc e n t  o v e r a l l  commodity t a x  would cause f a c t o r  p r ic e s  
t o  d e c l in e  i f  f a c t o r s  a re  t o  remain f u l l y  employed. In t h i s  c a s e ,  i n ­
s te a d  o f  $1.00 p e r  u n i t ,  f a c t o r s  a f t e r  t a x  would r e c e iv e  on ly  80 c e n ts  
per  u n i t .  The government would s t i l l  r e c e iv e  $200 in  t a x  revenue , bu t 
th e  money supp ly  in  t h i s  c a se  does no t change. Real income o r  purchasing  
power w i l l  d e c l in e  p r o p o r t io n a t e ly  in  both  c a s e s ,  f o r  a f t e r  th e  ta x  
Consumer A could  purchase  on ly  800 u n i t s  o f  X and Y. R egard less  o f  w hether
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monetary p o l ic y  causes product- p r ic e s  to  r i s e  o r  f a c t o r  p r ic e s  to  f a l l ,  
f a c t o r  p r ic e s  have f a l l e n  r e l a t i v e  to  product p r i c e s .  Thus, t h e r e  i s  
a burden on th e  sou rces  s id e  o f  the  income equa tion  (which r e f e r s  to  changes 
in  the  rea l  purchasing  power o f  d isp o sa b le  income). A u s e s - s id e  e f f e c t  
w i l l  o ccu r  on ly  when a tax  causes changes in  th e  r e l a t i v e  p r ic e s  o f  th e  
d i f f e r e n t  products  purchased.
TABLE I I - l  
RELATION OF MONEY, PRICES, AND TAXES
Before Tax
MV = P x  X +  V = K +  P.j_ L
MV = P Q = P .  Fq
1000  =  1 • 1000 =  1 •  1000
A fte r  Tax
MX = P q  Q = P f  F  +  T
I f  th e  money supply  i n c r e a s e s ,  a 25 pe r  cen t s a le s  t a x  on th e  p r i c e  o f  
a l l  goods w i l l  cause P^ to  in c re a s e  to  1 .25.
1250 = 1.25 • 1000 = 1 ■ 1000 + 250
Assuming no in c re a s e  in  p r i c e s ,  f a c t o r  ea rn ings  must d e c l in e  in  o rd e r  
f o r  f a c t o r s  to  remain fu lly -em ployed .
1000 = 1 • 1000 = .8  • 1000 + 200
Although t a x  revenue i s  d i f f e r e n t  depending on whether o r  not money (and 
p r ic e s )  i n c r e a s e ,  revenue in  rea l  terms i s  th e  same. Tax revenue in  both 
cases equals  20 pe r  cent o f  income.
The importance o f  r e l a t i v e  p r i c e  changes in  income d i s t r i b u t i o n  
can be f u r t h e r  exp la ined  by a r a th e r  s im ple example. Assume t h a t  income
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group A w ith  o v e ra l l  f a c t o r  ea rn in g s  o f  $1,000 spends 40 per  c e n t  o f  income 
on product X p r iced  a t  u n i ty  and 60 p e r  cen t  on product Y, a ls o  p r ic e d  
a t  u n i ty .  This means t h a t  400 u n i ts  o f  X and 600 u n i ts  o f  Y would be 
purchased . Assume t h a t  income group B 's  r a t i o  o f  spending o f  i t s  $1,000 
t o t a l  income i s  th e  o p p o s i t e ,  so t h a t  B buys 600 u n i ts  o f  X and 400 u n i ts  
o f  Y. P roduction  in  th e  o v e ra l l  tw o-product economy w i l l  t o t a l  1,000 
X and 1,000 Y, o r  2 ,000 t o t a l  u n i t s  p r iced  a t  u n i ty .
I f  a s a le s  t a x  o f  25 pe r  cen t  i s  imposed on a l l  goods, and i f  
monetary p o l ic y  a llows product p r ic e s  to  in c re a s e  by th e  amount o f  th e  
t a x ,  p r ic e s  o f  each p roduct would equal $1.25. Assuming t h a t  f a c t o r  income 
and demand f o r  X and Y remains th e  same, each consumer could purchase 
on ly  800 u n i t s ,  and government would re c e iv e  ta x  revenue o f  $400, w ith  
consumers A and B each p rov id ing  $200. To r e t a i n  e q u i l ib r iu m ,  th e  govern­
ment must e i t h e r  purchase th e  rem aining 400 u n i t s  o f  X and Y t h a t  could 
be produced by f a c t o r s  A and B, o r  use th e  f a c to r s  involved to  produce 
a n o th e r  good o r  s e r v i c e .  I f  th e  s a le s  ta x  a p p l ie s  to  p u b l ic  as w ell  as 
t o  p r iv a t e  p u rch a se s ,  t a x  revenue would t o t a l  $500, a lthough  th e  govern­
ment i t s e l f  would have c o n t r ib u te d  $100 o f  t h i s  revenue. When government 
purchases a re  t a x - f r e e ,  ad jus tm en ts  i n  p r ic e s  and money supply  d i f f e r ,  
depending on w hether th e  p u b l ic  o r  p r iv a t e  p r i c e  o f  goods i s  held  con­
s t a n t .
Although a genera l s a le s  t a x  reduces th e  r e a l  purchas ing  power 
o f  both consumers, t h e r e  i s  no change in  th e  r e l a t i v e  p o s i t io n s  o f  i n ­
come groups A and B. This response  r e f l e c t s  th e  income e l a s t i c i t y  o f  
demand, where q u a n t i ty  purchased corresponds to  a demand curve s h i f t ,  
r a t h e r  than  to  a movement along a s p e c i f i c  demand curve . Each group w i l l
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presumably de c re a se  i t s  con'v opt ion by o n e - f i f t h ,  wi th  Group A buying 
320 X and 480 Y;. Group B, 480 X and 320 Y. Consumption f o r  each group 
w i l l  t o t a l  800 u n i t s .  Though both  groups A and B a re  burdened by th e  
t a x ,  n e i t h e r  group b e n e f i t s  a t  the  expense o f  t h e  o t h e r ,  so t a x  i n c idence  
i s  n e u t r a l .
I f  t h e  government,  however, dec ides  t o  o b t a i n  $500 revenue by 
t a x in g  only  good X, i t  would need to  impose a 50 pe r  cen t  s a l e s  t a x  on
X, assuming t h a t  t h e  t a x  i s  e n t i r e l y  r e f l e c t e d  by an i n c r e a s e  i n  t h e  taxed
O
product .  The p r i c e  o f  X would i n c r e a s e  t o  $1.50.  I t  i s  assumed the  
p r i c e  of  Y would remain a t  $1.00.  The average consumer, r e p r e s e n t i n g  
t h e  average o f  consumers A and B, i n  o r d e r  to  c o n t r i b u t e  $200 in  t a x  revenue,  
would have to  buy 400 u n i t s  o f  X and 400 u n i t s  o f  Y (po in t  J '  i n  Figure I ) ,
even though t h e  r e l a t i v e  p r i c e s  o f  X and Y had changed.  This  seems h igh ly  ■
u n l i k e l y .  As i s  shown in  F igure  I ,  Average Consumer J  would be on a h igher  
i n d i f f e r e n c e  curve by purchas ing  consumption package J " ,  which inc ludes  
500 u n i t s  o f  Y a t  $1.00 and only  333 1/3  u n i t s  o f  X a t  $1.50.  T h i s ,  how­
e v e r ,  would not  p rov ide  t h e  t a x  revenue government had a n t i c i p a t e d .  Thus,  
to  o b t a i n  an average  t a x  revenue o f  $200 from each consumer by t ax in g  
only one o f  two products  i n  t h e  economy, t h e  t a x  r a t e  would have to  be 
even h ig h e r  than  th e  50 p e r  cen t  o r i g i n a l l y  e s t im a te d .  How much h igher  
would depend on the  va lue o f  t h e  two goods involved ( th e  e l a s t i c i t i e s  
o f  s u b s t i t u t i o n ,  e t c . )  and th e  i n d iv i d u a l  p r e fe re n c e s  o f  consumers.  The 
s u b s t i t u t i b i l i t y  o f  f a c t o r s  involved  in  the  product ion  o f  X and Y i s
Recall  again t h a t  MV = X + Py Y = PF + T where PF r e p r e s e n t s  
t h e  income rece ived  by a l l  f a c t o r s .  With a genera l  s a l e s  o f  25 per  c e n t ,  
MV = $2500 = $1.25 • 2000 u n i t s  = $2000 + $500. With a t a x  only  on good 
X, MV = $2500 = $1.50 • lOOOX + $1.00 • lOOOY.
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FIGURE I
EFFECT OF GENERAL AND PARTIAL SALES TAX 
(Assuming economy w i th  only  2 goods,  X and Y 
each p r ic e d  a t  u n i t y ,  and consumer income o f  $1000.)
1000
Budget l i n e  w i th  50% s a l e s  t a x  only  on good X
, J -  consumes 500„ + 500
Budget l i n e  w i th  no 
±axes and p r i c e s  = 1
■Budget l i n e  w i th  25% 
■general s a l e s  t a x
Qty When p r i c e  o f  X = $1.50
At J ' ,  consumer buys 400 @ $1.25 and 400 @ $1.24;  government r e c e iv e s  
$200 in  t a x e s .  ^
At J " ,  consumer w i l l  buy more V and l e s s  X. A 50% s a l e s  t a x  l e v i e d  on ly  
on good X w i l l  no t  y e i l d  $200 to  government.
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another  f a c t o r .
Regardless  o f  how much th e  p a r t i a l  t a x  r a t e  must be in  o r d e r  to  
provide  a given amount o f  t a x  revenue ,  t h e  in c id e n ce  o f  a p a r t i a l  t ax  
on X w i l l  be d i f f e r e n t  f o r  t h e  consumer groups A and B mentioned above. 
Suppose a t a x  causes the  p r i c e  o f  X to  i n c r e a s e  t o  $1.67 ,  whi le  Y remains 
p r iced a t  $1.00.  I t  would now c os t  consumer A $1264 to  purchase h i s  o r i g ­
in a l  consumption bundle o f  X and Y, whereas consumer B would have t o  spend 
$1398 f o r  h i s  o r i g i n a l  consumption.  S ince  income did not  i n c r e a s e ,  both 
consumers undoubtedly would reduce consumption,  but  a r e l a t i v e l y  heavy 
inc idence  o f  t h e  t a x  w i l l  f a l l  on group B, which p r e f e r s  p r o p o r t i o n a l ly  
more o f  t h e  taxed good. The change in  r e l a t i v e  product  p r i c e s  means t h a t  
t h e  r e d i s t r i b u t i o n  o f  income w i l l  be t o  B' s  d i sadvan tage .
A c t u a l l y ,  an i n c r e a s e  i n  the  p r i c e  o f  product  X, r e l a t i v e  t o  t h e  
p r i c e  of  product  Y, would cause both Groups A and B t o  change t h e i r  con- • 
sumption p a t t e r n s .  This r e l a t i o n s h i p  i s  shown i n  Figure I I .  Assuming 
$1000 income f o r  both groups,  w i th  u n i t s  o f  X measured along t h e  hor izon­
t a l  a x i s ,  and u n i t s  o f  Y along  th e  v e r t i c a l  a x i s ,  t h e  i n i t i a l  budget con­
s t r a i n t  w i th  both goods p r i c e d  a t  1 would be CD. A s e r i e s  o f  i n d i f f e r e n c e  
curves f o r  A and B a re  a l s o  c h a r t e d ,  and i n i t i a l l y ,  A and B are  on t h e i r  
h ig h e s t  i n d i f f e r e n c e  curves a t  p o in t s  A and B. The average consumer 
wi th  $1000 income would be a t  po in t  J  and purchase 500 u n i t s  each o f  X 
and Y.
A general  s a l e s  t a x  on both goods (as  wel l  as a p ropor t iona l  i n ­
come t ax)  would cause the  budget  l i n e  t o  f a l l  t o  EF. Tax revenue from 
each consumer would be determined by app ly ing t h e  t a x  r a t e  t o  t h e  amount 
o f  each good consumed. For example, average consumer J ,  with a general
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s a l e s  t a x ,  would consume consumption bundle J ' , and h i s  t a x  would t o t a l  
RJ' plus  SJ '  t im es  t h e  t a x  r a t e .  The t o t a l  t a x  payment can a l s o  be meas­
ured as t h e  v e r t i c a l  (o r  h o r i z o n t a l )  d i s t a n c e  between J '  and budget l i n e  
CD, i f  income were s u b s t i t u t e d  on one a x i s .  In t h e  case  de p ic t e d  where 
equal  amounts o f  both goods a re  produced and both p r i c e s  o r i g i n a l l y  equal 
u n i t y ,  when a general  s a l e s  t a x  i s  imposed, i t  makes no d i f f e r e n c e  where 
on budget  l i n e  EF an in d iv id u a l  i s  l o c a t e d .  The pu rchas ing power o f  a l l  
consumers would be reduced by an equal  amount.
I f  s a l e s  t axes  were imposed only on good X, however, as opposed
t o  a general  s a l e s  t a x  on goods X and Y, t h e  budget l i n e  would r e f l e c t
t h e  r e s u l t i n g  change i n  r e l a t i v e  p r i c e s  and s h i f t  t o  a p o s i t i o n  such as 
CG. Consumer A w i l l  now be a t  e q u i l ib r iu m  a t  A ' ,  where he w i l l  purchase  
OP o f  good Y and CM o f  good X. P a r t  o f  h i s  e xpe nd i tu re  on good X, however, 
goes f o r  t a x e s .  Consumer B, w i th  h i s  p r e f e re n c e  s c h ed u le ,  f i n d s  h i s  
e q u i l ib r iu m  a t  S ' , and purchases  OQ u n i t s  o f  Y and ON u n i t s  o f  X, which 
a re  t a x e d .  S ince  consumer B p r e f e r s  more X than consumer A, B must pay 
more o f  t h e  p a r t i a l  t a x  on X, so t h e  i n c idence  o f  t h i s  p a r t i a l  t a x  i s  
borne by B. The two t a x  payments can now be de p ic t e d  i n  terms o f  good 
Y as v e r t i c a l  d i s t a n c e s  A'K f o r  consumer A and th e  l a r g e r  B'L f o r  con­
sumer B.
This  a n a ly s i s  shows how changes i n  r e l a t i v e  product  p r i c e s  as
a r e s u l t  o f  t a x  p o l i c y  a r e  r e f l e c t e d  in  t h e  uses o f  income o r  e xpe nd i tu re
s i d e  o f  t h e  household income equa t ion  and thus  de te rmine  t a x  i n c id e n ce .  
Changes in  t h e  r e l a t i v e  f a c t o r  p r i c e s  on t h e  sources  s id e  o f  t h e  income 
equa t ion  w i l l  a l s o  a f f e c t  i nc idence .  Assume consumer products  X and Y 
a re  produced by i n d u s t r i e s  using in pu ts  K and L. I f  t h e r e  i s  some t o t a l
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o f  K and L t o  be d i s t r i b u t e d ,  a Stolper -Samuelson box diagram (F igure  
I I I )  o f  t h e  r e s p e c t i v e  i soquan t  maps f o r  t h e  two i n d u s t r i e s  can be con­
s t r u c t e d .  These i soquan t  maps r e f l e c t  p o s s i b l e  combinations o f  in p u ts  
K and L t h a t  would produce va ry ing  o u tpu ts  o f  X and Y. The o r i g i n  f o r  
In d u s t r y  X's i soqua n t  curves i s  t h e  t r a d i t i o n a l  lower l e f t - h a n d  c o r n e r ,
0^. I n d u s t r y  Y's  i soquan t  curves o r i g i n a t e  from 0^ ,  t h e  upper r i g h t -  
hand c o r n e r ,  w i th  h igher  ou tpu t  l e v e l s  going toward t h e  lower l e f t .
The p o in t s  where i soquan ts  X and Y a re  t a n g e n t  can be connected
by a c o n t r a c t  curve 0^ 0^ ,  which r e p r e s e n t s  t h e  e f f i c i e n c y  locus  along
t h e  p roduct ion  p o s s i b i l i t i e s  f r o n t i e r .  At t h e s e  p o in t s  o f  t angency ,  the
marginal r a t e s  o f  t e c h n i c a l  s u b s t i t u t i o n  between the  i n p u t s  K and L in
t h e  p roduct ion  o f  X and Y a re  equa l .  = MRTS Assume t h a t
t h e  o u tp u t  combinat ions f o r  goods X and Y de p ic t e d  by th e  c o n t r a c t  curve
0^ Oy each r e p r e s e n t  a p o in t  a long th e  p roduct ion  p o s s i b i l i t i e s  o r  p roduc t
t r a n s f o r m a t io n  c u rve ,  CC , in  Figure IV. The i n i t i a l  ou tpu t  combination
o f  X and Y, p o i n t  T on both d iag rams ,  i s  determined by where t h e  s lope
o f  t h e  p roduct ion  p o s s i b i l i t i e s  curve equa ls  t h e  s lo p e  o f  t h e  i s o c o s t
l i n e  r e p r e s e n t i n g  th e  p r i c e  r e l a t i o n s h i p  o f  t h e  i n p u t s ,  K and L. This
assumes t h a t  p r i c e s  o f  both i n p u t s  a r e  t h e  same f o r  both i n d u s t i r e s .  Thus, 
AL). MP. AL MP P
= MRlSkiy = = M P ^  = ^  • I f  a s a l e s  t a x  were
l e v i e d  on both  goods X and Y, and monetary p o l i c y  d id  not  pe rmit  product
p r i c e s  t o  i n c r e a s e ,  p r i c e s  rece ived  by both f a c t o r s  would d e c l i n e  i n  o r d e r
t o  keep a l l  f a c t o r s  f u l l y  employed. The same amount o f  goods X and Y
would c on t inue  t o  be produced w i th  p roduct ion  remaining a t  po in t  T s i n c e
th e  r e l a t i v e  p r i c e s  o f  K and L would remain th e  same.
I f  on ly  good X were t ax e d ,  however, t h e r e  would be a r e l a t i v e
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s h i f t  in  t h e  p r i c e s  o f  K and I,. (P roduct ion  might  be r ep re sen te d  by 
p o i n t  U in  Figure IV.)  The p r i c e  o f  l a b o r  would d e c l i n e  r e l a t i v e  t o  
t h e  p r i c e  o f  c a p i t a l ,  s in c e  X, the  taxed  good, i s  dep ic ted  as a more 
l a b o r - i n t e n s i v e  p roduct .  When f a c t o r s  a r e  assumed to  be f ix e d  in  supply 
but  f u l l y  m ob i le ,  l a b o r  i n  both i n d u s t r i e s  w i l l  experience  t h e  burden, 
due t o  t h e  r e l a t i v e  d e c l i n e  i n  wages. With l e s s  than f u l 1-mobi1i t y  of  
f a c t o r s ,  t h e  r e s u l t  o f  a p a r t i a l  t a x  upon f a c t o r  e a rn in g s ,  product  p r i c e s ,  
and o v e r a l l  i n c id e n c e  w i l l  be d i f f e r e n t ,  depending on t h e  c h a r a c t e r i s t i c s
Q
o f  t h e  t axed  good and which f a c t o r  i s  immobile.
These l a s t  two e x e r c i s e s ,  though desc r ibed  in  a p a r t i a l ,  r a t h e r  
than a g e n e r a l ,  e q u i l ib r iu m  a n a l y s i s ,  have not  only demonstrated how 
i n c id e n c e  i s  a f u n c t i o n  o f  r e l a t i v e  p r i c e  changes,  but have a l s o  shown 
how t a x  in c i d e n c e  i s  d i s c e r n a b l e  only when an i n d i v i d u a l ' s  consumption 
p a t t e r n  o r  f a c t o r  sha re  d i f f e r s  from t h e  average.  In both Figures  I I  
and I I I ,  i t  i s  recognized  t h a t  i f  t h e  i n d i f f e r e n c e  curves f o r  consumers 
A and B were t h e  same, o r  t h e  i soquan t  curves f o r  i n d u s t r i e s  X and Y 
were e q u i v a l e n t ,  a t a x  causing  a change in  r e l a t i v e  p r i c e s  o f  goods or  
f a c t o r s  would have no e f f e c t  on in c id e n ce  o r  income d i s t r i b u t i o n  o f  t h e  
groups invo lved .  The burden o f  a t a x  on a p a r t i c u l a r  i n d iv idua l  o r  
household w i l l  d i f f e r  from t h e  burden on t h e  economy as a whole i n  t h a t  
t h e  i n d i v i d u a l ' s  sha re  o f  income v a r i e s  from t h e  na t iona l  average.  For 
example,  i f  an i n d i v i d u a l ' s  sh a re  o f  f a c t o r  income f a l l s  r e l a t i v e  t o  
t h e  average  fo l low ing  a t a x ,  t h e r e  i s  a s o u r c e ' s  burden. Consequent ly ,  
a burden on t h e  uses  s id e  i s  r e f l e c t e d  only i f  t h e  i n d i v i d u a l s '  o v e ra l l
9
For an a n a ly s i s  o f  t h e  p a r t i a l  m o b i l i t y  ca se ,  see  McLure and 
T h i r s k ,  S im p l i f i e d  E x p o s i t i o n , pp. 16-17.
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FIGURE I I I
BOX DIAGRAM REFLECTING COMBINATIONS OF INPUTS K AND L THAT CAN
PRODUCE OUTPUTS X AND Y.
K
FIGURE IV 
PRODUCTION POSSIBILITIES 
CURVE
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consimption i s  reduced r e l a t i v e  to  t h e  average.  I f  households  a l l  de­
r iv e d  t h e i r  incomes from t h e  same sources  i n  equal p r o p o r t i o n s ,  and i f  
consimption and e xpend i tu re  p a t t e r n s  were s i m i l a r ,  even wi th r e l a t i v e  
p r i c e s  changing,  t h e  in c id e n ce  o f  any t a x  would be p r o p o r t i o n a l .  I t  i s  
t h e  f a c t  t h a t  s p e c i f i c  t axes  a f f e c t  d i f f e r e n t  income groups d i f f e r e n t l y  
t h a t  make in c id e n ce  a n a ly s i s  impor tan t  in  pu b l i c  d e c i s i o n  making.
This dual r equ i rem en t—o f  needing both a change in  r e l a t i v e  p r i c e s  
and an income o r  consumption p a t t e r n  t h a t  d ive rges  from th e  ave rage— 
can be f u r t h e r  demonstra ted by extending Equat ion 3 given e a r l i e r  in  
t h i s  cha p te r .
d y i ^  = d P ^ +  (1 -  h^) dP^ -  [a^ dP^ + (1 -  a^)  d P ^ ] '  (3)
This  equa t ion  expresses  t h e  change in  t h e  income o f  i n d iv i d u a l  i fo l lowing
t h e  impos i t ion  o f  a t a x .  Following McLure's a n a l y s i s ,  t h e  f r a c t i o n a l  
change in  aggrega te  rea l  p r i v a t e  income (or  t o t a l  n a t io n a l  income) can 
be de f ined  by using  t h e  c a p i t a l  l e t t e r s  H and A t o  r e p r e s e n t  l a b o r ' s  i n i ­
t i a l  sha re  in  n a t io n a l  income and t h e  f r a c t i o n  t h a t  X i s  o f  t h e  na t iona l  
p roduc t ,  r e s p e c t i v e l y . ^ ^  Thus,
d l / I  = H d P ^  + (1 = H) dP^ -  [A dP^ + (1 -  A) dP^] (4)
The d i f f e r e n c e  i n  t h e  f r a c t i o n a l  l o s s  i n  rea l  p r i v a t e  income between t h e  
i n d iv id u a l  and s o c i e t y  r e p r e s e n t s  t h e  burden to  t h e  i t h  pe rson ,  expressed  
as
= d l ^ / L  -  d l / I
= (hj^ -  H ) ( d P ^ -  dP%) -  ( a ^  -  A ) ( d P x  -  d P ^ ) .  ( 5 )
l^bcLure,  Tax I n c i d e n c e , pp. 257-58=
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When B = 0 ,  t h e  i n c id e n ce  o f  t h e  t a x  i s  p r o p o r t i o n a l ,  f o r  t h e  i t h  i n d i ­
vidual  sha re s  t h e  bu rden ,o f  t h e  t a x  in  p r opo r t ion  to  h i s  i n i t i a l  sha re  
i n  n a t i o n a l  income. I f  i s  l e s s  than z e r o ,  t h e n ,  assuming ba lanced-  
budget  i n c i d e n c e ,  the  i t h  i n d iv i d u a l  bears  a g r e a t e r  than  p ropo r t iona l  
burden because o f  t h e  t a x ,  wheras i f  B^ i s  p o s i t i v e ,  t h e  i t h  in d iv id u a l  
w i l l  supposedly b e n e f i t  because o f  t h e  t a x .  This  does not  mean t h a t  t h e  
i n d iv i d u a l  w i l l  not  pay any t a x  o r  escape a t ax  burden. When > 0,  
t h e  i n d i v i d u a l ' s  burden because o f  t h e  t a x  i s  s imply l e s s  than  p rop o r t io n a l  
o r  l e s s  than  average .
The burden d e p ic t e d  i n  t h i s  l a s t  equa t ion  can be d iv id ed  i n to  
t h a t  borne because o f  t h e  sources  o f  income [(h^ -  H ) ( d P ^ -  dP^)]  and 
t h e  r e d i s t r i b u t i o n  r e s u l t i n g  from th e  uses o f  income [ - ( ^  -  A)(dP^ -  
dPy) ] .  Both e f f e c t s  i n c lu d e  a "sha re"  component, as well  as a "change 
i n  r e l a t i v e  p r i c e s "  component. I f  e i t h e r  component compris ing the  sources  
o r  uses e f f e c t  equa ls  zero  ( i . e .  u t i l i z a t i o n  o f  f a c t o r s  o r  consumption 
o f  ou tp u t  i s  t h e  same as the  n a t iona l  average o r  t h e r e  i s  no change in  
r e l a t i v e  p r i c e s ) ,  t hen  t h e  o v e r a l l  t a x  i n c ide nce  r e f l e c t e d  by t h a t  s i d e  
o f  t h e  household equa t ion  w i l l  a l s o  equal z e ro .  For example,  Arnold Harberger  
i n  hi s  1962 genera l  e q u i l ib r iu m  a n a ly s i s  o f  t h e  co rpo ra te  income t a x ,  
and se v e r a l  o t h e r  economists  i n  t h e i r  e x te ns ions  o f  H a rbe rge r ' s  t h e o r y ,  
assume t h a t ,  i n  g e n e r a l ,  an i n d i v i d u a l ' s  consumption p a t t e r n  does not  
d i f f e r  s i g n i f i c a n t l y  from t h e  average .  Thus, t h e  e f f e c t s  genera ted  from 
t h e  "uses  o f  income" can be ign o re d ,  and t h e  i nc idence  o f  a t a x  can be 
de termined e n t i r e l y  from t h e  sources  o f  income.
Inc idence  o f  a General Tax
J u s t  as i t  does not  m a t t e r  whe ther  a t a x  pushes up product  p r i c e s
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o r  reduces f a c t o r  income, i t  makes no d i f f e r e n c e ,  as f a r  as f i n a l  i n c i ­
dence i s  concerned,  a t  which p o i n t  i n  the  income s tream a t r u l y  general  
t a x  i s  imposed. As seen be fo re  w i th  t h e  25 pe r  cen t  genera l  s a l e s  t a x  
( in  t h e  two-good,  a l l - consum pt ion  economy), r e a l  income o f  t h e  ind iv id u a l  
would d e c l i n e  by 20 p e r  c e n t  i r r e s p e c t i v e  of  monetary p o l i c y .  I n s t e a d  
o f  imposing a s a l e s  t a x  upon t h e  f lows genera ted  in  t h e  p roduct ion  o f  
c u r r e n t  o u t p u t ,  t h e  government could have l e v i e d  a 20 pe r  cen t  p r o p o r t i o n ­
al  t a x  on t h e  c u r r e n t  gross  income o f  f a c t o r  t r a n s a c t i o n s .  Real income 
would d e c l i n e  p r o p o r t i o n a t e l y  i n  both c ases .
I f  an a l l - consum pt ion  economy does not  e x i s t ,  a s a l e s  t a x ,  in  
o r d e r  t o  be t r u l y  g e n e r a l ,  would have to  be imposed e q u a l l y  upon t h e  gross  
va lu e  o f  c a p i t a l  goods,  as  wel l  as upon consumption goods.  (This assumes 
t h a t  consumer sav ings  f low i n t o  t h e  purchase  o f  c a p i t a l  goods. )  More­
o v e r ,  t h e - e q u iv a l e n c y  o f  a genera l  s a l e s  t a x  i s  only w i th  an income t ax  
l e v i e d  on gross  income. Thi s  i s  not  t h e  same as a t a x  on n e t  income ( the  
more common b a s e ) ,  which i s  ob ta ine d  a f t e r  d e p r e c i a t i o n  i s  s u b t r a c t e d  
from t h e  gross  f i g u r e .  The on ly  way t h a t  a t r u l y  gene ra l  t a x  w i l l  a f f e c t  
t h e  a l l o c a t i o n  o f  r e s o u rc es  an d /o r  r e l a t i v e  commodity p r i c e s  i s  i f  t h e  
government 's  spending p a t t e r n  o f  t a x  revenue d i f f e r s  from t h e  p r e - t a x  
p a t t e r n  o f  p r i v a t e  e x p e n d i tu re s . ^ ^
Inc idence  o f  P a r t i a l  Commodity Taxes
In r e a l i t y ,  however, s a l e s  t axes  a re  no t  g e n e r a l ,  and as descr ibed  
above,  when a s a l e s  t a x  i s  a p p l i e d  on ly  t o  good X, t h e  i n t e r a c t i o n s  i n  
t h e  economy a re  f a r  from p r e c i s e .  In the  United S t a t e s ,  t h e  r e t a i l  s a l e s
^^ P e te r  M. Mieszkowski , "On t h e  Theory o f  Tax In c id e n c e , "  Journal  
o f  P o l i t i c a l  Economy 75 (June 1967):  252.
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t a x  i s  a pr imary revenue tool  o f  in d iv id u a l  s t a t e  governments and i s  l ev ie d
12i n  a l l  but  f i v e  s t a t e s .  The comprehensiveness o f  t h e  t a x  v a r i e s  from 
s t a t e  to  s t a t e ,  depending on t h e  i n i t i a l  laws r ega rd ing  t a x  r a t e s  and 
the  exemptions p e rm i t t ed .  The f ed e r a l  government l e v i e s  e x c i s e  t axes  
on s e l e c t e d  goods, and a growing number o f  loca l  governments add add i ­
t i o n a l  percentage  p o in t s  t o  t h e  s t a t e  s a l e s  t a x  r a t e  i n  o r d e r  t o  prov ide 
l oca l  revenue. S t a t e s  a l s o  ob t a in  a l a r g e  amount o f  revenue from s e l e c t i v e  
e xc ise  t a x e s ,  bu t  t h e  general  r e t a i l  s a l e s  t a x  i s  t h e  pr imary concern 
in  t h i s  s tudy .  The de te rm ina t ion  o f  t h e  inc ide nce  o f  t h e s e  p a r t i a l  t axes  
upon va r ious  income groups depends on the  i n t e r a c t i o n  o f  t h e  e f f e c t s  upon 
th e  sources  and the  uses  s id e s  o f  t h e  income equa t ion  (as  de sc r ibed  
e a r l i e r ) .
Empirical s t u d i e s  o f  s a l e s  t a x  in c id e n ce  have t r a d i t i o n a l l y  a s ­
sumed t h a t  the  i nc idence  o f  t h e  r e t a i l  s a l e s  t a x  i s  r e f l e c t e d  e n t i r e l y  
by th e  uses o f  income and f a l l s  upon th e  consumers o f  t h e  taxed  goods.
The p r i c e  o f  t h e  taxed  good i s  assumed to  i n c r e a s e  by th e  amount o f  the
t a x ,  and inc idence  i s  determined by r e l a t i n g  t h i s  a d d i t i o n a l  burden to
tCf
t h e  consumer's income. = - y -  where 1^  ^ i s  t h e  pe rcen tage  o f  inc ide nce  
o r  burden f o r  a given income group;  t  i s  t h e  t a x  r a t e ;  r e f e r s  t o  t a x ­
a b le  consumption; and Y i s  wha tever  income measure i s  chosen as t h e  income 
base.  The r e s u l t  o f  t h i s  method o f  i n c idence  a n a ly s i s  i s  t h a t  t h e  r e t a i l  
s a l e s  t a x  i s  r e g r e s s i v e ,  s i n c e  t h e  r a t i o  o f  t a x  t o  income f a l l s  as income 
r i s e s .  This i s  because s a l e s  t axes  a r e  l e v i e d  only on consumer goods 
(not  c a p i t a l  goods) ,  and people w i th  lower incomes u s u a l l y  consume a
1 ?The f i v e  s t a t e s  wi th no s t a t e  s a l e s  t a x  a t  p r e s e n t  (and in  1973) 
a re  Alaska,  Connec t icu t ,  Montana, Nevada, and Oregon.
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l a r g e r  po r t ion  o f  t h e i r  income than those  in  h igher  income b r a c k e t s .
P a r t i a l  e q u i l ib r iu m  a n a ly s i s  o f  s a l e s  t a x  i n c id e n ce  g e n e ra l l y  
i gnore s  t h e  burden on th e  sources  o f  income. This  omission has been j u s t i ­
f i e d  "because any l abo r  o r  c a p i t a l  t h a t  may s h i f t  from th e  taxed i n d u s t r i e s
u l t i m a t e l y  r ec e iv e s  approximate ly  t h e  same income when i t  i s  reemployed
11i n  th e  untaxed i n d u s t r i e s . "  In t h e  1950 's ,  Earl Rolph, drawing on 
e a r l i e r  work o f  Harry Gunnison Brown, ques t ioned  whether  t h e  sources  o f  
income could be ignored when dete rmin ing  th e  inc idence  o f  a s a l e s  t a x ,  
but  most empi r ica l  s t u d i e s  have overlooked th e s e  t h e o r e t i c a l  arguments.
There was e a r l y  r e c o g n i t i o n  t h a t  t h e  cho ice  o f  an income measure 
would a f f e c t  t h e  ac tua l  i n c id e n ce  c onc lu s ions .  Musgrave and o th e r s  a l so  
pointed ou t  t h a t  not  a l l  r e t a i l  s a l e s  t r a n s a c t i o n s  invo lve  ind iv id u a l  con­
sumers. A c e r t a i n  p ropo r t ion  o f  s a l e s  a re  to  b u s in e s s e s ,  so t h e  burden 
o f  t h i s  p a r t  o f  t h e  s a l e s  t a x  i s  s i m i l a r  t o  a p roduct ion  t a x .  Other  ques­
t i o n s ,  such as t h e  weigh t ing  o f  income b rac ke ts  accord ing  t o  popula t ion  
s i z e  and o t h e r  v a r i a b l e s ,  t h e  e f f e c t  o f  t h e  f ed e ra l  income t a x  deduct ion 
a v a i l a b l e  f o r  s a l e s  t a x e s ,  and th e  e x t e n t  o f  t ax  exemptions,  were recog­
nized in  va r ious  s t u d i e s  o f  s a l e s  t a x  i n c id e n c e ,  but  i n  most c a s e s ,  no
t c .
bas ic  a l t e r a t i o n s  to  t h e  = - y -  equa t ion  have been made.
Unti l  r e c e n t l y ,  th e  r a t h e r  l i m i t i n g  p a r t i a l  e q u i l ib r ium  a n a ly s i s
was t h e  procedure used to  e v a lu a t e  s a l e s  t a x  i n c i d e n c e . A  t a x  on com­
modity X, however, w i l l  a f f e c t  not  only the  ou tpu t  and consumption o f
13Joseph A. Pechman and Benjamin A. Okner,  Who Bears t h e  Tax Burden? 
(Washington, B.C. : Brookings I n s t i t u t i o n ,  1974),  p. 31.
^^A d e t a i l e d  summary o f  p a r t i a l  eq u i l ib r iu m  a n a ly s i s  f o r  s e l e c t i v e  
s a l e s  t axes  i s  provided in  Musgrave and Musgrave, Pub l ic  Finance i n  Theory 
and P r a c t i c e , pp. 444-450.
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good Xi b u t ;  excep t  when both t h e  taxed  and untaxed goods a r e  produced 
under c o n d i t i o n s  o f  c o n s ta n t  c o s t ,  a t a x  on X w i l l  a l s o  change t h e  p r i c e  
and market  r e l a t i o n s h i p s  f o r  t h e  untaxed good Y. Moreover, changes in  
r e l a t i v e  p r i c e s ,  which have been shown t o  be a p r e r e q u i s i t e  f o r  t a x  i n c i ­
dence,  depend on th e  demand and supply  o f  both goods,  as well  as upon th e  
e l a s t i c i t i e s  o f  s u b s t i t u t i o n  between X and Y i n  both the  f a c t o r  and product  
marke ts .  To de te rmine  t h e s e  complex r e l a t i o n s h i p s ,  a general  equ i l ib r ium  
a n a l y s i s ,  where t h e  e f f e c t s  o f  a t a x  upon both the  sources  and uses  o f  
income a re  e x p lo re d ,  i s  needed.
General Equi l ibr ium Analysis
Arnold Harberger ,  i n  h i s  1962 c l a s s i c  a r t i c l e ,  i s  c r e d i t e d  wi th
being t h e  f i r s t  t o  develop a general  e q u i l ib r iu m  t a x  in c id e n c e  a n a l y s i s ,
a l though  h i s  p r e s e n t a t i o n  was l i m i t e d  t o  t h e  de te rm in a t io n  o f  t h e  i n c idence
15o f  t h e  c o r p o r a t i o n  income t a x .  His u l t i m a t e  equa t ion  so lved  only  f o r  
t h e  change in  t h e  a f t e r - t a x  r a t e  o f  r e t u r n  (or  p r i c e )  o f  c a p i t a l ,  dP^, 
r e l a t i v e  t o  t h e  p r i c e  o f  l a b o r .  This  s o l u t i o n  was then  eva lua ted  in  terms 
o f  i n c id e n c e  d e t e r m i n a t i o n .  P e t e r  Mieszkowski expanded H a rbe rge r ' s  model 
t o  i n c lu d e  t h e  a n a l y s i s  o f  t h e  in c id e n c e  o f  a p a r t i a l  s a l e s  o r  commodity 
t a x  i n  1967, and Char les  McLure u t i l i z e d  and expanded t h i s  approach in  
h i s  numerous i n c id e n c e  s t u d i e s  o f  t h e  1970 's .  McLure a l s o  d id  se ve ra l  
s t u d i e s  on t h e  problems and p e c u l i a r i t i e s  a s s o c i a t e d  wi th  a reg iona l  t a x ,  
such as t h e  t y p i c a l  s t a t e - a s s e s s e d  r e t a i l  s a l e s  t a x ,  i n  which he explored 
th e  q u e s t i o n  o f  t a x  e x p o r t ing  t h a t  occurs  i n  an open-economy s i t u a t i o n .
15S i m i l a r  a n a l y s i s  had a l r e a d y  been explored i n  t h e  f i e l d  o f  i n t e r ­
na t io n a l  t r a d e ,  but  t h e  ex tens ion  to  inc id e n ce  s tudy  had not  been made.
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McLure a c t u a l l y  d e f ined  t h e  Inc idence  equa t ions  2 through  5 p re ­
sen ted  e a r l i e r  i n  t h i s  c h a p te r ,  t h a t  p rov ide  t h e  b a s i s  i n  t h i s  s tudy  f o r  
measuring how a t a x  can change income d i s t r i b u t i o n .  The o r i g i n  o f  t h e s e  
e q u a t i o n s ,  accord ing  to  McLure, i s  Musgrave's  1959 c l a s s i c  p u b l i c  f in a n c e  
t e x t ,  which se p a r a te d  i n c id e n c e  accord ing  to  t h e  sources  and uses  o f  i n ­
come. McLure's model r e t a i n e d  most o f  H a r b e rg e r ' s  r a t h e r  l i m i t i n g  assump­
t i o n s  d esc r ibed  e a r l i e r .  Moreover , a l l  v a r i a b l e s  a r e  p re s e n ted  in  terms 
o f  pe rcen ta ge  changes,  and i t  i s  assumed t h a t  no a s s e t s  a r e  f ix e d  i n  money 
te rms.  This " im pli es  t h a t  t h e r e  i s  no r ea l  w e a l th  e f f e c t  upon consumption 
p a t t e r n s . M c L u r e  recognized  t h e  u n r e a l i s t i c  s i t u a t i o n  p ro t r a y ed  by 
h i s  model , but  he used i t  "wi thou t  a p o lo g i e s ,  s i n c e  t h e  conc lu s ions  d e r ived  
here  may ho ld ,  a t  l e a s t  q u a l i t a t i v e l y ,  in  a more r e a l i s t i c  d e s c r i p t i o n  
o f  an economy.
Browning 's  Theory 
In 1978, however, Edgar K. Browning ques t ioned  whether  t h e  i n c i ­
dence o f  s a l e s  and e x c i s e  t a x e s  r e a l l y  was r e g r e s s i v e ,  t h e  c onc lus ion  t h a t  
had been t y p i c a l l y  made by both p a r t i a l  and general  e q u i l ib r iu m  ana lyses  
o f  t h e  t a x  system. Using McLure's model . Browning based h i s  c h a l l e n g e  
on t h e  f a c t  t h a t  i n  t r a d i t i o n a l  s t u d i e s ,  which a l l o c a t e d  s a l e s  and e x c i s e  
tax e s  according  t o  consumption,  the  sou rces -o f - incom e  s i d e  o f  the  equa t ion  
was assumed to  be n e u t r a l .  Al l f a c t o r  income was assumed t o  be de r ive d  
from wages an d /o r  c a p i t a l ,  n e i t h e r  o f  which was d e f ined  i n  f ix e d  money 
te rm s .  In r e c e n t  y e a r s  though ,  an i n c r e a s i n g l y  l a r g e r  p r o p o r t io n  o f  t h e
^'^McLure, Tax I n c i d e n c e , p. 255. 
l^Ibid.
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sources  o f  income has been,prov ided  by t r a n s f e r  payments. This  i s  e s ­
p e c i a l l y  t r u e  o f  lower income f a m i l i e s .  Browning agreed t h a t  "when t h e r e  
are  no government t r a n s f e r s  t h e  burden o f  the  s a l e s  t a x  could be a l l o c a t e d
to  e i t h e r  f a c t o r  ea rn ings  o r  consumption ou t lay s  s in c e  t h e s e  two sums a re
18
equal f o r  each household i n  t h e  ze ro - sav ing  model ." In both c a s e s ,  f a c t o r  
p r i c e s  would d e c l i n e  r e l a t i v e  to  product  p r i c e s .  However, when f a c t o r  
ea rn ings  a re  not  the  only source  o f  income, and t r a n s f e r  payments a r e  involved,  
i t  does make a d i f f e r e n c e  on which s id e  o f  t h e  income equa t ion  t h e  t a x  
burden i s  a s s igned .  T r a n s f e r  payments a re  o f t e n  m oney- re la ted ,  e i t h e r  
a t t a ch e d  by law to  t h e  Consumer P r ice  Index,  v a r i e d  by l e g i s l a t i o n  accord ing  
to  p r i c e  movements, o r  a d ju s t e d  when a d d i t io n a l  t axes  a r e  imposed. Whether 
o r  no t  a household re c e iv e s  an average p ropor t ion  o f  i t s  income in t r a n s ­
f e r s  a l t e r s  t h e  burden when t h e  t a x  i s  a l l o c a t e d  only i n  p r o po r t ion  to  
consumption o u t l a y s .
Browning d e s c r i b e s  t h i s  s i t u a t i o n  by recount ing  t h e  s a l e s  t a x  e f ­
f e c t  on two i n d i v i d u a l s ,  each wi th i d e n t i c a l  incomes, but  w i th  one r e c e i v ­
ing h i s  e n t i r e  income as payment f o r  f a c t o r  s e r v i c e s  whi le  t h e  o t h e r  i n d i v i ­
d u a l ' s  income comes from t r a n s f e r  payments. Assume t h a t  a s a l e s  t a x  i s  
a pp l i ed  t o  some consumer goods in  an a l l - consum ption economy. I f  t h e  t a x  
r e s u l t s  i n  a h igher  o v e r a l l  p r i c e  l e v e l ,  both i n d i v i d u a l s  would supposedly 
s u f f e r  e q u a l l y ,  f o r  both could buy l e s s  goods w i th  t h e i r  income. However, 
i f  t he  t r a n s f e r  payments f o r  t h e  one ind iv idua l  a r e  t i e d  t o  t h e  Consumer 
P r i c e  Index,  t r a n s f e r  income would subsequent ly  i n c r e a s e  w i th  t h e  i n c r e a s e  
i n  p r i c e  l e v e l .  Thus t h i s  ind iv id u a l  would bear  no burden from t h e  t a x .
1 O
Edgar K. Browning, "The Burden o f  Taxa t ion , "  Journa l  o f  P o l i t i c a l  
Economy 86 (August 1978): 655.
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His only  burden would be i f  he consumed a g r e a t e r  p ropo r t ion  o f  t axed  goods 
than t h e  average consumer. Conversely,  i f  t h e  p r i c e  l eve l  i s  unchanged, 
and a t a x  r e s u l t s  i n  a reduc t ion  in  ea rn ings  f o r  the  f a c t o r s  o f  produc­
t i o n ,  then  t h e  i n d iv id u a l  whose income i s  provided by t r a n s f e r s  would be 
exempt from the  t a x  burden on t h e  sources  s i d e .  The t r a n s f e r s - r e c i p i e n t  
might  s t i l l  bea r  a burden on t h e  uses s id e  i f  r e l a t i v e  product  p r i c e s  change
in  response  t o  t h e  t a x .
Since i t  i s  d i f f i c u l t  t o  de te rmine  how much a given t a x  a f f e c t s  
product  p r i c e s ,  ou tpu t  l e v e l s ,  and th e  r e s u l t i n g  change in  t r a n s f e r  pay­
ments,  t h e  c o r r e c t  p rocedure ,  accord ing  t o  Browning, i s  t o  assume an un­
changed p r i c e  l ev e l  and a l l o c a t e  t h e  t a x  burden in  p ropo r t ion  to  f a c t o r  
ea rn ings  ( sources  o f  income).  Browning a l so  assumes t h a t  the  r ea l  va lue 
o f  government t r a n s f e r s  i s  unaf fec ted  by changes i n  t a x  p o l i c y —so no 
burden i s  placed on th e  t r a n s f e r  income source .  A t a x  w i l l  a f f e c t  the  
uses s i d e  o f  t h e  income equa t ion  (because o f  changes i n  r e l a t i v e  product  
p r i c e s )  on ly  when a househo ld 's  expend i tu re  on th e  taxed goods d i f f e r s
from th e  n a t io n a l  average .  The e f f e c t s  on the  sources  and the  uses  s id e s
o f  the  budget  must be summed t o  ge t  o v e ra l l  i n c ide nce .
A c t u a l l y ,  t h i s  method o f  de termining  t a x  inc id e n ce  i s  e s s e n t i a l l y  
t h e  same as t h a t  de r ived  in  t h e  t r a d i t i o n a l  manner when an accomodating 
monetary p o l i c y  al lows product  p r i c e s  t o  r i s e  and in c idence  i s  i n  propor­
t i o n  to  t h e  consumption o f  t h e  taxed  good. When household income i s  s o l e ­
l y  in  t h e  form o f  f a c t o r  e a rn i n g s ,  an exc ise  t a x  i s  n e u t r a l  on t h e  sources  
s i d e ,  f o r  t h e  t a x  i s  assumed to  a f f e c t  a l l  f a c t o r s  e q u a l ly .  The r e l a t i v e  
p r i c e  o f  X, t h e  taxed  good, i s  assumed to  i n c r e a s e  by the  amount o f  t h e  
t a x ,  and those  who consume more than th e  average p r o po r t ion  o f  t h e  taxed
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good would bear  t h e  burden.  The i n c l u s i o n  in  f a c t o r  income o f  t r a n s f e r  
payments (which o f t e n  i n c r e a s e  along w i th  t a x e s ) ,  however, e l i m i n a t e s  t h e  
n e u t r a l i t y  o f  an e x c i s e  t a x  on the  sou rces  s i d e ,  f o r  a l l  f a c t o r s  a r e  no 
longer  a f f e c t e d  e q u a l l y .
An a c c e p ta b l e  r e s u l t  could be ob ta ined  w i th  a monetary p o l ic y  pe r ­
m i t t i n g  p r i c e  i n c r e a s e s  i f  t r a n s f e r  payments were indexed to  t h e  t a x  i n ­
c r e a s e s .  ( In  o t h e r  words,  t h e  sou rces -o f - in com e s i d e  o f  t h e  equa t ion  
would show an in c r e a s e  to  r e f l e c t  t h a t  t h e  rea l  va lue  o f  t r a n s f e r s  did 
not  change . )  Then in c ide nce  could be de termined in  the  usual  way by r e l a t ­
ing  t h e  burden acco rd ing  to  t h e  p r o p o r t io n  o f  consumption o f  t h e  taxed  
good--but  r ecogn iz ing  th e  f a c t  t h a t  among th o se  r e c e iv i n g  g r e a t e r  than 
average  t r a n s f e r  payments,  income had,  i n  e f f e c t ,  l i k e w i s e  i n c r e a s e d .
This  means t h a t  t h e  b e f o r e - t a x  income base  would d i f f e r  from t h e  a f t e r ­
t a x  base.  The compl ica t io ns  o f  ana lyz ing  in c id e n c e  using two income ba s e s ,  
as wel l  as  t h e  a c tu a l  problems invo lved in  index ing  t r a n s f e r s  demonst rate  
why Browning 's  procedure assuming a f i x e d  monetary p o l i c y  w i th  t h e  burden 
a l l o c a t e d  p r im a r i l y  t o  f a c t o r  income i s  p r e f e r a b l e .
The b a s i s  o f  Browning's t h e o r e t i c a l  a n a ly s i s  i s  t h e  genera l  equ i ­
l i b r iu m  model developed by Harberger  and adapted to  s a l e s  and e x c i s e  t axe s  
by Mieszkowski and McLure. For example.  Browning simply adapted McLure's 
equa t ion  (Equat ion 3) d e f i n i n g  the  change in  income as a r e s u l t  o f  a t a x .
When t r a n s f e r  payments a re  inc luded  i n  t h e  sources  o f  income s i d e ,  t h e
19change i n  income f o r  t h e  i t h  i n d iv id u a l  can be expressed as  fo l l o w s .
'  h '"’l. % dPk  ^ ''i ""y]
19The fo l low ing  paragraphs prov ide  a summary o f  Browning's ideas  
expressed in  "The Burden o f  T a x a t io n , "  pp. 659-661.
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where f  ^ , g^, and a re  t h e  f r a c t i o n s  o f  income r ece ived  as l a b o r ,  c a p i ­
t a l ,  and t r a n s f e r  income. By assuming t h a t  t h e  t a x  has no e f f e c t  on th e  
s i z e  o f  t r a n s f e r  income, dT equa ls  ze ro .  Thus f o r  s o c i e t y  as a whole,  
t h e  change in  income caused by a t a x  can be de f ined  as
d l / I  = F d P ^ +  G dP^ -  [A dP^ + (1 - A) dP^] (7)
The assumption o f  an unchanged p r i c e  l eve l  means t h a t  i f  a t a x
causes  t h e  p r i c e  o f  taxed  goods to  r i s e ,  t h e  p r i c e  o f  untaxed goods must
f a l l  i f  unemployment i s  t o  be avoided.  The weights  d e f i n i n g  t o t a l  spend­
ing  in  a z e ro - s av in g  model a r e  A, t h e  average f r a c t i o n  o f  t o t a l  o u t l a y s  
made on good X, t h e  taxed  good, and (1 -  A),  the  p ro p o r t io n  spe n t  on good 
Y, the  untaxed good. Thus, t h e  term d e s c r i b i n g  th e  uses  s i d e  o f  t h e  equa­
t i o n  [A dP^ + (1 -  A) dPy] must always equal zero f o r  s o c i e t y  as a whole.
There i s  no uses  burden.  "In  t h e  a g g re g a te ,  the  e n t i r e  burden can be a s ­
s igned on t h e  sources  o f  income s i d e ;  ne t  f a c t o r  payments f a l l  s h o r t  o f
20t h e  t o t a l  o u t l a y s  on produc ts  by th e  amount o f  t a x  revenue ."
Using th e  Brookings I n s t i t u t i o n  t a x  burden s tudy  by Pechman and
Okner, Browning converted  i t s  average burden o f  s a l e s  and e x c i s e  t ax e s  
t o  a p ro p o r t io n a l  t a x  on f a c t o r  e a rn i n g s .  (The t a x  was a l l o c a t e d  in  
p ro p o r t io n  t o  t a x a b l e  consumption and r e l a t e d  t o  b e f o r e - t a x  income.)  Thi s  
t a x  r a t e  was used t o  e s t im a te  f o r  each d e c i l e  t h e  t a x  burden on t h e  sources-  
of - income s i d e  o f  t h e  e q u a t ion .  When f a c t o r  income was l e s s  than  average 
(as  i s  t r u e  f o r  t h e  lower income c l a s s e s  where t r a n s f e r s  p rov ide  a l a r g e  
s ource  o f  income).  Browning's e s t i m a t e s  showed th e  burden o f  s a l e s  and 
e x c i s e  t ax e s  t o  be sm al l .  I n s te a d  o f  t h e  r e g r e s s i v e  in c id e n c e  found by
ZOibid. ,  p. 660.
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Pechman and Okner ( ranging from 8 .9  per  cen t  f o r  the  f i r s t  d e c i l e  to  3.2 
p e rc e n t  f o r  t h e  t e n t h  d e c i l e ) .  Browning's e x e r c i s e  r e s u l t e d  in  a pro­
g r e s s i v e  inc idence  f o r  s a l e s  and e x c i s e  taxes  ( ranging from 2 .2 .  to  5 .7  
pe r  c e n t ) .
Although Browning g e n e ra l l y  d iscounted  th e  need o f  measuring 
th e  e f f e c t  o f  s a l e s  and e x c i s e  t axes  on the  uses s id e  o f  t h e  equa t ion 
when h i s  sources  approach was fo l lowed ,  he did demonstrate  how e s t im a tes  
c ou ld .be  ob t a in e d .  As s t a t e d  e a r l i e r ,  t h e  uses  s ide  of  t h e  change in  
income equa t ion  i s  r ep re s en te d  by t h e  express io n  [A dP + (1 - A) dP ]A y
f o r  s o c i e t y  as a whole,  o r  [ a .  dP + (1 -  a . )  dP ] f o r  a p a r t i c u l a r  i n -
A «4. y
d iv idua l  o r  income b rac ke t .  I f  the  p r i c e  leve l  i s  assumed c o n s t a n t ,  
t hen  i f  a t a x  on X causes  P^ t o  r i s e ,  t h e  p r i c e  o f  Y must f a l l .  For 
s o c i e t y  i n  g e n e r a l ,  t he  uses express ion  must equal ze ro .  Thus,  f o r  any 
income c la s s  t h a t  spends t h e  same p ro p o r t io n  o f  income as t h e  average 
on t h e  taxed  good, t h e r e  l ik e w is e  w i l l  be no uses e f f e c t  due t o  changes 
i n  r e l a t i v e  p r i c e s .
I f  consumption d i f f e r s  from th e  average ,  however, t h e  burden 
can be determined by e s t im a t in g  t h e  change in  P^ and P^ t h a t  occurs  be­
cause  o f  a t a x  on good X. To compute dP^ and dp^ in  an al l -consumption
economy, assume t h a t  an average o f  30 pe r  cen t  o f  income i s  spen t  on 
X, t h e  taxed  good, wi th  t h e  remainder  spen t  on V. (.SOdP^ + .70dP^ = 0 . )  
Also ,  w i th  i n i t i a l  p r i c e s  assumed t o  equal u n i ty ,  t h e  d i f f e r e n c e  between 
th e  two p r i c e  changes must equal t ,  t h e  t a x  r a t e ,  assumed in  t h i s  example 
t o  be .12 on t h e  taxed good. (dP% -  dP^ = t ^  = . 1 2 . )  By t a k in g  t h e s e  
two equa t ions  and s o lv i n g ,  i t  i s  determined t h a t  dP^ = .084 and dP^ =
- . 0 3 6 .  Someone who spends more than  30 pe r  c en t  on th e  taxed  good w i l l
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experi ence  a burden ( in  a d d i t i o n  to  t h a t  determined on th e  sources  s id e )  
because o f  t h e  change i n  r e l a t i v e  p r i c e s .  Of c o u rs e ,  c onve rse ly ,  t h e r e  
w i l l  be someone who b e n e f i t s .
Although t h i s  e x e r c i s e  i s  r e l a t i v e l y  s imple f o r  a p a r t i a l  t a x  
in  a two-good economy, t h e  problems m u l t i p l y  when p r a c t i c a l  a p p l i c a t i o n  
i s  a t tempted in  a world where some consumer goods a r e  t a x e d ,  and a c e r t a i n  
p ropo r t ion  o f  income i s  saved.  The t r a d i t i o n a l  r e g r e s s iv e n e ss  o f  s a l e s  
t a x  i nc idence  has r e s u l t e d  p r im a r i l y  because lower income groups consume 
a much l a r g e r  p r o po r t ion  o f  t h e i r  income than do h ig h e r  income groups.  
Browning, in  a 1979 s tu d y ,  a t t empted  t o  account  f o r  t h e s e  consumption- 
sav ings  d i f f e r e n c e s  by s u b s t i t u t i n g  consumption and savings f o r  X and 
Y in  t h e  above fo rm u la t io n .  This r e s u l t e d  i n  a uses  adjus tment  t h a t ,  
when combined w i th  h i s  i n c idence  o f  s a l e s  and e x c i s e  t axes  a l l o c a t e d  
accord ing  to  f a c t o r  incomes, r e s u l t e d  i n  b a s i c a l l y  a p ropo r t iona l  t a x  
s t r u c t u r e  f o r  a l l  excep t  the  lowest  and h ighes t  income d e c i l e s .  Browning 
showed t h a t  t h i s  was s i m i l a r  to  t h e  r e s u l t  ob ta ined  i f  t axes  were a l l o c a t e d  
according to  consumption—but holding  rea l  t r a n s f e r s  co n s ta n t  (showing 
t r a n s f e r  payments to  i n c r e a s e  when t ax e s  cause product  p r i c e s  to  r i s e ) .  
Because Browning's uses adjus tment  assumed a s a l e s  t a x  app l i ed  t o  a l l  
consumption (no t  j u s t  t o  c e r t a i n  goods and s e r v i c e s ) ,  and because the  
adjus tment  used d i sp o s a b le  income r a t h e r  than  b e f o r e - t a x - a f t e r - t r a n s f e r s  
income as t h e  ba se ,  t h e r e  seems to  be some q u e s t ion  in  t h e  cons i s t ency  
in  combining t h e  sources  and uses e f f e c t s .
Browning, however, admits t h e  l a r g e  r i s k  o f  i naccuracy  in  mak­
ing t h e  e s t im a te s  necessa ry  t o  i n c lu d e  the  e f f e c t s  r e f l e c t e d  by th e  uses 
s i d e  o f  t h e  income equa t ion .  N e v e r th e le s s ,  he b e l i e v e s  t h a t  i n  general
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the  d i f f e r e n c e s  in  consumption-savings p a t t e r n s  o f  v a r ious  income groups 
were not  s i g n i f i c a n t —e s p e c i a l l y  i f  r e l a t e d  t o  long- te rm  o r  permanent 
income, and thus  any uses  e f f e c t s  would be n e g l i g i b l e .  The problem w i th  
most empi r ica l  in c id e n c e  s t u d i e s  i s  t h a t  l im i t e d  accoun t ing techn iques  
r e q u i r e  t h e  measurement o f  income and consumption on an annual b a s i s .
This  r e s u l t s  i n  wide d i f f e r e n c e s  i n  t h e  pe rcen tage  o f  income consumed-- 
and f o r  low-income c l a s s e s ,  consumption o f t e n  exceeds income. No a d j u s t ­
ment i s  made f o r  t em pora r i ly - low  income o r  unusu a l ly -h ig h  expend i tu res  
(o r  v i c e  v e r s a ) ,  o r  t h e  f a c t  t h a t  i f  a longer  range o f  t ime had been 
measured o r i g i n a l l y ,  t h e  r e s u l t s  would be d i f f e r e n t .  Moreover, i n  t h e  
v e ry - l o n g - r u n ,  consumption obv ious ly  cannot  con t inue  to  exceed income.
By ac ce p t ing  th e  permanent-income hypothes i s  ( o r i g i n a l l y  fo rmulated  by 
Mil ton Friedman),  which b a s i c a l l y  " a s s e r t s  t h e  f r a c t i o n  o f  income saved 
i s  t h e  same f r a c t i o n  o f  permanent income ( long- te rm  o r  expected income)
21f o r  every household,  r e g a r d l e s s  o f  i t s  p o s i t i o n  in  t h e  income d i s t r i b u t i o n , "  
Browning e s s e n t i a l l y  nega tes  t h e  need f o r  computing a t a x  burden on t h e  
uses-o f- income s i d e .  Thi s  s i t u a t i o n  a p p l i e s ,  however, only when t o t a l  
consumption and sav ings  a re  t h e  two v a r i a b l e s  de f in e d  on t h e  uses s i d e  
o f  the  equa t ion .
F i n a l l y ,  Browning d i sc o u n t s  t h e  need f o r  de te rmin ing  th e  uses 
e f f e c t s  in  t h e  d e r i v a t i o n  o f  s a l e s  and e x c i s e  t a x  i n c i d e n c e ,  by no t ing  
t h a t  uses e f f e c t s  should a l s o  be i n c o rp o ra t e d  when t h e  i n c idence  o f  o t h e r  
t ax e s  i s  being e s t im a ted .  With t h e  c o rp o r a te  income t a x ,  i n  p a r t i c u l a r ,  
t h e  uses  e f f e c t  favors  consumption ove r  sav ing  in  a way much l a r g e r  than
21 Martin J .  B a i l e y ,  Nat ional  Income and t h e  P r i c e  Level :  A Study 
in  Macroeconomic Theory, 2d ed. (New York: McGraw-Hill Book Co. ,  1971) ,  
p. 103.
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t h e  sav ing  over  consumption b e n e f i t  r e s u l t i n g  from a s a l e s  t a x .  This 
makes t h e  c o rpo ra te  income t a x  even more p r o g re s s iv e  than  c u r r e n t l y  a s ­
sumed. In s t u d i e s  o f  o v e r a l l  i n c i d e n c e ,  Browning f e e l s  i t  i s  im p e ra t iv e  
t o  be c o n s i s t e n t  in  e v a lu a t i n g  t h e  i m p l i c a t i o n s  o f  a l l  t a x e s ,  and e s t i m a t ­
ing the  uses  burden from o t h e r  t ax e s  would be even more h y p o t h e t i c a l .
CHAPTER I I I
ADJUSTMENTS NEEDED WITH STATE INCIDENCE ANALYSIS
As d e t a i l e d  in  t h e  preced ing theo ry  c h a p te r ,  t he  general  e q u i l i ­
brium model f o r  de te rmin ing  t h e  inc id e n ce  o f  t h e  r e t a i l  s a l e s  t ax  has 
d e f i n i t e  l i m i t a t i o n s —p r im a r i ly  i t s  r a t h e r  r e s t r i c t i v e  assumptions,  as 
wel l  as t h e  problems r ega rd ing  th e  s i g n i f i c a n c e  o f  consumption-saving 
d i f f e r e n c e s  among income groups.  C e r ta in  o t h e r  problems regard in g  t ax  
in c id e n c e  a r i s e ,  however, when th e  o b j e c t i v e  i s  to  e s t a b l i s h  t h e  i n c i ­
dence f o r  a s t a t e ,  r a t h e r  than  a n a t i o n a l ,  t a x .  These problems inc lude  
t h e  expo r t i n g  o f  t h e  t a x  burden,  e i t h e r  to  the  f ede ra l  government o r  
t o  i n d i v i d u a l s  o f  o t h e r  s t a t e s ,  t a x  pyramiding,  and th e  t a x  coverage 
o r  base  upon which a t a x  i s  ap p l i e d .
Federal  O f f se t
The most obvious com pl ica t ion ,  e s p e c i a l l y  in  t h e  inc idence  ana ly ­
s i s  o f  r e t a i l  s a l e s  t a x e s ,  i s  t h a t  s a l e s  t axes  can be deducted from gross  
income when i n d i v i d u a l s  (and c o rp o r a t io n s )  compute t h e i r  f ede ra l  income 
t a x .  To t h e  e x t e n t  t h a t  t h e s e  deduct ions o f f s e t  the  f edera l  t a x  burden,  
i t  can be s a i d  t h a t  t h e  s t a t e  and loca l  t axes  a re  exported to  t h e  f ede ra l  
government. In o t h e r  words,  t h e  f ed e r a l  government bears p a r t  o f  t h e  
burden o f  a s t a t e ' s  t a x  system. Since the  f ede ra l  o f f s e t  a pp l i e s  only 
when deduct ions  a re  i t em ized ,  f a m i l i e s  wi th  h igher  incomes, who a re  more
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l i k e l y  to  i t e m iz e ;  w i l l  t y p i c a l l y  b e n e f i t  more from t h e  o f f s e t .  I n ­
d i r e c t l y ,  however, i t  can be assumed t h a t  the  s ta nda rd  deduc t ion ,  used 
by those  wi th  lower incomes who do not  i t em ize  ded u c t io n s ,  recognizes  
t h e  magnitude o f  a t  l e a s t  a c e r t a i n  p a r t  o f  t h e  s a l e s  t a x  burden. In 
t h i s  c a se ,  though,  no al lowance i s  made f o r  t h e  va ry ing  s a l e s  t a x  burdens 
t h a t  a re  borne by c i t i z e n s  o f  d i f f e r e n t  s t a t e s .  (For example,  i f  
Oklahoma were to  e l i m i n a t e  i t s  s a l e s  t a x ,  i t  i s  doubt ful  t h a t  t h e  s t a n ­
dard deduct ion allowed f o r  t h e  short ened  income t ax  form would change. 
I temized de d u c t io n s ,  in  c o n t r a s t ,  would be r educed . )
When the  de te rm in a t io n  o f  t h e  inc ide nce  o f  a l l  t axes  ( f e d e r a l ,  
s t a t e ,  and l o c a l )  i s  t h e  o b j e c t i v e  o f  a s tu d y ,  i t  i s  i r r e l e v a n t  whether 
p a r t  o f  t h e  s t a t e ' s  t a x  burden i s  s h i f t e d  to  t h e  f e d e r a l  government,  
s in c e  i n  t h e  l o n g - run ,  a l l  t ax e s  a r e  shared by a l l  t axpayers  in  t h e  na­
t i o n .  The d i s t i n c t i o n  t h a t  p r e v i a l s  when i t  i s  t h e  in c id e n ce  o f  a s p e c i f i c  
s t a t e  t a x  t h a t  i s  t o  be dete rmined  i s  t h a t  t h e  presence  o f  a f ede ra l  
o f f s e t  may a f f e c t  t h e  ac tu a l  t a x  burden borne by a t axpaye r  in  a p a r t i c u ­
l a r  s t a t e ,  compared t o  t h e  burden o f  a t axpaye r  in  ano the r  s t a t e  paying 
th e  same amount o f  t a x  money bu t  in  a d i f f e r e n t  package o f  t a x e s .  The 
o v e ra l l  i n c idence  f o r  t h e  n a t io n a l  "average" taxpa ye r  i s  no t  a f f e c t e d — 
but  in  t h a t  Oklahoma's lower s a l e s  t a x  r a t e  prov ides  a s m a l l e r  deduct ion 
from gross  income than  t h a t  a llowed f o r  o t h e r  s t a t e s ,  t h e  Oklahoma t a x ­
payer  who i tem izes  deduc t ions  may a c t u a l l y  be a n e t  payee in  t h e  over­
a l l  t a x  system. This  occurs  s i n c e  a s m a l l e r  p o r t i o n  o f  t h e  Oklahoman's 
s t a t e  t ax e s  can be t r a n s f e r r e d  to  t h e  f ed e r a l  government.
The Oklahoma t ax p a y e r  us ing t h e  s tanda rd  deduct ion  i s  not  s im i ­
l a r l y  a f f e c t e d  by t h e  o f f s e t .  In f a c t ,  i f  i t  i s  assumed t h a t  t h e
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s ta n d a rd iz e d  deduct ion i s  in f luenced  by t h e  average s a l e s  t a x  payments 
made in  t h e  i n d iv id u a l  s t a t e s ,  in  t h a t  the  general  s a l e s  t a x  deduct ion 
allowed f o r  Oklahomans in  t h e  s t a t e  s a l e s  t a x  t a b l e s  i s  r e l a t i v e l y  small 
compared t o  o t h e r  s t a t e s ,  i t  could be argued t h a t  t h o se  Oklahomans using 
t h e  s t a nda rd  deduc t ion b e n e f i t  because o f  t h e  o f f s e t .  This  would occur  
i f  i t  i s  assumed t h a t  the  burden o f  t h e  s a l e s  t a x  incorporated,  i n  the  
s tanda rd  deduct ion  i s  g r e a t e r  than what Oklahomans a c t u a l l y  bear .
In o rde r  t o  account  f o r  the  impact  o f  t h e  f e d e r a l  o f f s e t  in  an 
i nc id e n ce  s tu d y ,  the  amount o f  a s t a t e  t a x  p a id ,  t h e  marginal f e d e r a l  
income t a x  r a t e ,  and t h e  e x t e n t  t h a t  deduc t ions  a r e  i t emized must be 
determined f o r  each income b r a c k e t .  McLure i n  1967 suggested  computing 
a weighted average of  t h e  marginal  t a x  r a t e s  pa id  by t axpayers  i n  each 
s t a t e ,  w i th  t h e  weight ing t a k in g  i n t o  account  both t h e  pe rcen tage  o f  
income s u b j e c t  t o  each marginal  r a t e  and th e  f r a c t i o n  o f  income t a x  r e ­
t u rn s  f o r  each marginal r a t e  on which deduct ions  a r e  i t e m iz e d .^  McLure 
c a l l e d  t h i s  e s t i m a t e  t h e  pr imary o f f s e t  r a t e .
In a d d i t i o n ,  McLure suggested a "secondary" o f f s e t  ad jus tm en t ,
to  a l low f o r  the  f a c t  t h a t  c e r t a i n  s t a t e  t axes  can be s h i f t e d  backwards
2
and reduce f a c t o r  incomes. In t h i s  c a se ,  s i n c e  t h e  base upon which 
pe rsona l  income t a x  i s  computed i s  reduced,  f e d e r a l  income t a x  r e c e i p t s  
" au to m a t ic a l ly "  f a l l ,  and thus  t h e  pe rcen tage  o f  r e t u r n s  wi th  i t emized  
deduct ions  i s  no t  a f a c t o r .  The secondary o f f s e t  i s  expressed as a
^Charles  E. McLure, "The I n t e r s t a t e  Export ing  o f  S t a t e  and Local
Taxes: Es t imates  f o r  1962, Nat ional  Tax Journa l  20 (March 1967):  53.
2
See McLure (above) ,  p. 74,  f o r  t h e  a c tu a l  equa t ions  used to  
c a l c u l a t e  t h e  pr imary and secondary o f f s e t  r a t e s .
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p e rc e n ta ge  o f  a d ju s t e d  gross  income, whereas McLure de f ine s  t h e  r educ t ion  
i n  t a x  l i a b i l i t y  due t o  t h e  pr imary o f f s e t  as a percen tage  o f  t a x a b l e  
income. There i s  no d i s t i n c t i o n  between t h e  two kinds o f  o f f s e t  f o r  
c o r p o r a t i o n s .  For 1952 income d a t a ,  McLure e s t im a ted  Oklahoma's pr imary 
and secondary  o f f s e t  r a t e s  f o r  a l l  s t a t e  and lo c a l  t axes  t o  equal 18.2
3
and 13 .4  p e r  c e n t ,  r e s p e c t i v e l y .  Oklahoma's secondary r a t e  was average ;  
t h e  pr imary r a t e  was i n  t h e  high range ,  e s p e c i a l l y  when those  s t a t e s  
w i th o u t  a persona l  income t a x  were e l im in a te d  from th e  a n a l y s i s .
The procedure used by Musgrave and D a ico f f  in  t h e i r  1958 s tudy  
t o  de te rmine  t h e  e x t e n t  o f  the  f e d e r a l  o f f s e t  f o r  both i n d i v i d u a l s  and 
b us in e s s e s  d id  not  d i s t i n g u i s h  between a pr imary and a secondary r a t e , ^  
a l though  th e y  did recognize  t h e  two ways t h e  f e d e r a l  government could 
b e a r  t h e  burden o f  a s t a t e  t a x .  They a l s o  did not  c ons ide r  t h e  f r a c t i o n  
o f  t a x a b l e  income in  each income c l a s s  s u b j e c t  t o  t h e  d i f f e r i n g  marginal  
t a x  r a t e s .  For b u s in e s s e s ,  t h e  f e d e r a l  o f f s e t  was computed f o r  on ly  
t h e  u n s h i f t e d  p a r t  o f  t h e  t ax e s  pa id .  For i n d i v i d u a l s ,  Musgrave and 
Da ico f f  computed th e  average r e d u c t io n  in  f e d e r a l  t a x  l i a b i l i t i e s  f o r  
each income c l a s s  by de te rmin ing  th e  product  o f  t h e  fo l lowing  averages :  
t h e  amount o f  t a x  deduc ted ,  t h e  pe rcen tage  o f  r e t u r n s  w i th  i te m ized  de ­
d u c t i o n s ,  and t h e  marginal  t a x  r a t e .  This  amount was subsequen t ly  sub­
t r a c t e d  from t h e  i n i t i a l  t a x  e s t i m a t e  f o r  each income group be fo re  comput­
ing in c i d e n c e .  The o v e ra l l  r e d u c t io n  in  s a l e s  t a x  revenue and burden 
because o f  t h e  pe rsona l  f e d e r a l  o f f s e t  i s  l e s s  than  10 pe r  c e n t .  This
^ I b i d . ,  p. 54.
^Richard A. Musgrave and Darwin W. D a ic o f f ,  "Who Pays t h e  Michigan 
Taxes?" i n  Michigan Tax Study:  S t a f f  Papers  (Lansing,  Michigan: 1958),
pp. 134-35,  170-71.
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e s t i m a t e  i s  c o n s i s t e n t  w i th  t h a t  ob ta ine d  by most empi r ica l  t a x  s tu d i e s  
t h a t  have acknowledged t h e  i n f l u e n c e  o f  t h e  f ede ra l  o f f s e t ,  (a l though 
not  a l l  s t a t e  s t u d i e s  have s e p a r a te d  th e  e f f e c t  o f  t h e  s a l e s  t ax  from 
t h e  o v e r a l l  f e d e r a l  o f f s e t ) , ^
Expor t ing  o f  Taxes
In a d d i t i o n  t o  e x p o r t i n g  a t a x  t o  t h e  f e d e r a l  government v i a  
t h e  o f f s e t ,  most em pi r ica l  s t u d i e s  d e a l in g  wi th t h e  inc id e n ce  o f  s t a t e  
and lo ca l  t axes  a l s o  acknowledge t h a t  a c e r t a i n  p o r t i o n  o f  a t a x  can 
be "exported"  o r  " s h i f t e d "  t o  r e s i d e n t s  o f  o t h e r  s t a t e s .  The t y p i c a l  
models t h a t  de te rmine  th e  in c id e n c e  o f  a l a r g e  n a t io n a l  t a x  system r e p r e ­
s e n t i n g  a m o r e - o r - l e s s  c lo s e d  economy a re  no longer  a p p l i c a b l e .  I n d i v i ­
dual s t a t e s ,  a t  l e a s t  in  t h e  United S t a t e s ,  a re  examples o f  open economies, 
where both f a c t o r s  and p roducts  can be mobile  ( e i t h e r  exported  o r  imported)  
ac ro s s  s t a t e  l i n e s .  The r e s u l t i n g  a n a l y s i s  i s  thus  s i m i l a r  t o  t h e  
s t a n d a rd  model d e s c r i b in g  i n t e r n a t i o n a l  t r a d e .
The d e te rm in a t io n  o f  t h e  geographica l  s h i f t i n g  t h a t  occurs  wi th  
s t a t e  and l o c a l  t ax e s  has t r a d i t i o n a l l y  been approached in  two ways.
The s o - c a l l e d  "Michigan approach"® ( a l s o  used by Brownlee o f  Minnesota)  
assumes t h a t  t h e  s t a t e  under a n a l y s i s  a c t s  u n i l a t e r a l l y  in  f i s c a l  d e c i ­
s i o n s .  S t a t e  and lo ca l  t a x e s  l e v i e d  i n  o t h e r  s t a t e s  o f  t h e  na t ion  a re
Daniel  C. Morgan, J r . ,  R e t a i l  Sa les  Tax: An Appraisal  o f  New 
I s s u e s  (Madison, Wisconsin:  The U n i v e r s i t y  o f  Wisconsin P re s s ,  1954) ,  
pp. 13-36;  U n i v e r s i t y  o f  Wisconsin Tax Study Committee, Wisconsin S t a t e  and 
Local Tax Burden: Impact ,  I nc idence  and Tax Revis ion A l t e r n a t i v e s  (Madison,
Wisconsiül  1959); 0 .  H. Brownlee,  Est imated D i s t r i b u t i o n  o f  Minnesota 
Taxes and Publ ic  Expendi tu re  B e n e f i t s  (Minneapol is :  U n ive r s i ty  o f  Minnesota
S tu d ie s  in  Economics and Bus iness ,  No. 21,  1960).
®This term a c t u a l l y  r e f e r s  t o  t h e  method proposed by Musgrave 
and Da icoff .
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o f  no consequence and t h e r e f o r e  a r e  beyond th e  con tro l  o f  t h e  s tudy-  
s t a t e .  In o r d e r  to  determine  t h e  sh a re  o f  t axes  borne o u t s i d e  o f  the  
s t u d y - s t a t e ,  not  only must t h e  e f f e c t  o f  t h e  f e d e ra l  o f f s e t  and any r e ­
duc t ion  in  f ede ra l  t a x  l i a b i l i t i e s  (as de f ined  by McLure's secondary 
o f f s e t )  be de f ined ;  but  i n t e r s t a t e  com pe t i t ion ,  t h e  e x te n t  and dominance 
of  t h e  product  marke t ,  f a c t o r  m o b i l i t y ,  and t h e  d i s t r i b u t i o n  o f  c o rp o r a te  
s tockho lde rs  between i n - s t a t e  and o u t - o f - s t a t e  groups a r e  impor tan t  c r i ­
t e r i a .  The major  problem wi th  t h i s  approach i s  t h a t  much o f  t h i s  i n f o r ­
mation i s  d i f f i c u l t  to  ob ta in  on a s t a t e - w id e  b a s i s .
The "Wisconsin approach,"^  in  c o n t r a s t ,  c ons ide r s  t h e  e f f e c t
o f  t axes  in  a l l  s t a t e s ,  e s p e c i a l l y  ne ighbor ing s t a t e s ,  w i th  t h e  idea  -
t h a t  " the  inc idence  o f  t axes  l e v i e d  in  one s t a t e  i s  not  independent  o f
8t h e  p a t t e r n  o f  t a x a t i o n  in  o t h e r  s t a t e s . "  The r e s u l t i n g  a n a l y s i s  i s  
more s i m i l a r  t o  t h a t  o f  a c lo s e d ,  r a t h e r  than an open,  economy. The 
Wisconsin Committee concluded t h a t  when c ons ide r ing  th e  e f f e c t  o f  t a x  
e x p o r t i n g ,  i t  was a l s o  necessa ry  t o  c o n s id e r  t h e  e f f e c t  o f  t a x  impor t ing .  
In t h e  absence o f  r e l i a b l e  e xpo r t - im por t  d a t a ,  i t  was assumed t h a t  t h e s e  
t axes  were o f f s e t t i n g .  This  a l t e r n a t i v e  thus meant t h a t  Wisconsin t ax e s  
were borne e n t i r e l y  by Wisconsin r e s i d e n t s .  The idea  i s  t h a t  t h e  s t a t e  
t a x  s t r u c t u r e  should not  be viewed in  i s o l a t i o n - - b u t  as a p a r t  o f  o t h e r  
s t a t e  systems.  The Wisconsin Study ,  however, did  recognize  t h e  o t h e r  
approach t o  e x p o r t i n g ,  and t h e r e f o r e  des igna ted  a second inc idence
The method i s  t h a t  d e t a i l e d  i n  t h e  t a x  s tudy d i r e c t e d  by Harold 
Groves,  U n ive r s i ty  o f  Wisconsin Tax Study Committee, W iscons in 's  S t a t e  and 
Local Tax Burden: Impact,  Inc idence ,  and Tax Revis ion A l t e r n a t i v e s  (f^adison,
Wisconsin:  1959), e s p e c i a l l y  pages 44 and 45. Daniel C. Morgan in  h i s
r e t a i l  s a l e s  t a x  s tu d i e s  a l s o  used t h i s  approach.
M cLure ,  "The I n t e r s t a t e  Export ing o f  S t a t e  and Local Taxes ,"  p. 51.
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a l t e r n a t i v e .  which measured t h e  burden o f  W iscons in 's  t a x  s t r u c t u r e  a f t e r  
a l lowing f o r  e xpo r t s .
The e x t e n t  t o  which a s t a t e  o r  loca l  t ax  can be expor ted depends 
on such t h in g s  as t h e  degree  i n  which a p a r t i c u l a r  s t a t e  s p e c i a l i z e s  
in  t h e  product ion o f  a p ro d u c t ,  t h e  m o b i l i t y  o f  t h e  f a c t o r s  involved 
i n  p roduc t ion ,  the  e l a s t i c i t y  o f  demand f o r  t h e  products  i n v o lv e d ,  and 
the  t a x  system o f  both t h e  expo r t ing  and impor t ing s t a t e s .  For example, 
i f  a f i rm  t h a t  s e l l s  a product  t h a t  i s  taxed l o c a l l y  must compete wi th 
a non-taxed product  from ano the r  s t a t e ,  t h e  loca l  f i rm w i l l  have to  ab­
sorb  t h e  t a x  as r educ t ion  to  p r o f i t .  I f  t h a t  f i r m ,  however, has a product  
not  a v a i l a b l e  in  o t h e r  s t a t e s ,  the  t a x  can be exported  to  t h e  n o n - re s id e n t  
pu rchase r  through h ig h e r  p r i c e s .  In g e n e ra l ,  t ax e s  t h a t  apply to  bus iness  
a re  more r e a d i l y  s h i f t e d  to  o t h e r  s t a t e s ,  whereas t axes  l e v i e d  on i n d i v i ­
duals  a re  l e s s  mobile .  In e i t h e r  c a se ,  e s t i m a t in g  th e  va r ious  f a c t o r s  
involved in  t h e  s p a t i a l  s h i f t i n g  o f  s t a t e  t axes  i s  u n c e r t a i n ,  a t  b e s t .
Although both t h e  Michigan and Wisconsin procedures  provided 
e s t im a te s  o f  t h e  p r o p o r t io n  t h a t  s t a t e  t axes  a re  e xpo r te d ,  n e i t h e r  d e a l t  
w i th  t h e  ques t ion  o f  t a x  im por t ing .  As mentioned p r e v i o u s l y ,  t h e  one 
Wisconsin approach assumed t h a t  the  e f f e c t  o f  t a x  expo r t ing  and t a x  im­
p o r t i n g  was o f f s e t t i n g .  This  e l im in a te s  t h e  need t o  e s t im a te  exported 
t axes  and permits  t h e  in c id e n c e  s i m p l i f i c a t i o n  t h a t  t h e  r e s i d e n t s  o f  
each s t a t e  bear  t h e  burden o f  t h e i r  home s t a t e ' s  t a x e s .  The Michigan
approach assumed t h a t  t h e  impor t ing  o f  t axes  from o t h e r  s t a t e s  i s  not
p e r t i n e n t ,  when th e  main concern i s  to  determine  t h e  in c id e n c e  o f  a
p a r t i c u l a r  s t a t e ' s  t a x e s .  The idea  i s  t h a t  t h e  p a t t e r n  or  e x t e n t  o f
a s t a t e ' s  impor t ing o f  t axes  from o t h e r  s t a t e s  w i l l  no t  i n f l u e n c e  the
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i n c id e n ce  o f  t h e  s t u d y - s t a t e ' s  t a x  s t r u c t u r e .
In  f a c t ,  t h e  o f f s e t t i n g  o f  t a x  expor t s  and t a x  imports  was d i s ­
counted by Donald Phares  in  1973. Using McLure's e s t im a te s  on i n t e r ­
s t a t e  e x p o r t i n g , .  Phares concluded t h a t  in  most  s t a t e s  imported and ex­
por ted  t a x  burdens vary e x t e n s i v e l y  and a r e  not  o f f s e t t i n g .  S ince  t h e  
average  s t a t e  i n  1962 exported  approximate ly o n e - f i f t h  o f  t o t a l  s t a t e  
and loca l  t a x  revenue,  " the  impact o f  exported  t ax e s  upon th e  geographical
9
d i s t r i b u t i o n  o f  t a x  burdens i s  c o n s id e r a b l e . "  Moreover,  the  pe rcen tage  
o f  t o t a l  t a x e s  export ed  by in d iv id u a l  s t a t e s  ranged from 49.0 pe r  cen t  
t o  15.8 pe r  c e n t ,  and t h e  v a r i a t i o n  in  t h e  pe rcen tage  o f  s p e c i f i c  t ax e s  
expor ted was even g r e a t e r .
In Pha res '  s t u d y ,  t h e  burden s h i f t e d  t o  t h e  f ed e r a l  government 
because o f  t h e  e x i s t e n c e  o f  t h e  o f f s e t  r e p r e s e n te d  36.5 pe r  c en t  o f  t o t a l  
expor ted t a x e s .  The ba lance  o f  the  exported  t a x  burden t h e r e f o r e  r e ­
mained w i t h in  t h e  s t a t e - l o c a l  t a x  system, and had t o  be r ecyc led  to  i n ­
d i v i d u a l s  o f  o t h e r  s t a t e s  as imported t a x e s .  Although Phares '  s tudy  
o f  s t a t e  and lo ca l  t a x e s  in  a l l  50 s t a t e s  d e a l t  wi th  a conglomerat ion 
o f  types  o f  t a x e s ,  t a x  r a t e s ,  and t a x  a p p l i c a b i l i t y ,  he noted t h a t ,  o u t ­
s i d e  o f  t h e  f e d e r a l  o f f s e t ,  t axes  were g e n e r a l l y  expor ted i n  t h e  form 
o f  h ig h e r  p r i c e s .  Thus, Phares  decided t h a t  " a l l o c a t i o n  on the  b a s i s  
o f  consumption expend i tu re s  b e s t  r e f l e c t s  t h e  r e l a t i v e  im por ta t ion  of  
t a x e s .
Exported s t a t e  and loca l  t axes  i n  Oklahoma i n  1962 were e s t im a ted
9
Donald Phares ,  S ta te -Loca l  Tax Equ i ty :  An Empir ical  Analysis
o f  t h e  F i f t y  S t a t e s  (Lexington,  M assachuset t s :  D. C. Heath and Company, 
1973) , p. 39.
l ° I b i d . ,  p. 42.
46
by Phares  t o  equal  $103.1 m i l l i o n ,  o r  22.5 per  c e n t  o f  t o t a l  t a x e s .  Of 
t h i s  t o t a l ,  t h e  f ed e r a l  o f f s e t  accounted f o r  $26.7 m i l l i o n ,  approximate ly  
o n e - f o u r th  o f  expor ted  t a x e s ,  somewhat lower than  t h e  n a t io n a l  average .  
S t a t e  and lo ca l  t a x e s  imported i n t o  Oklahoma from o t h e r  s t a t e s ,  however, 
were e s t im a ted  a t  $50.9 m i l l i o n ,  so t h e o r e t i c a l l y  Oklahoma in  1962 was 
a n e t  e x p o r t e r  o f  $15.5 m i l l i o n  in  s t a t e  and loca l  t axes  (ex c lud in g  the  
f ed e r a l  o f f s e t ) .  Al though t h e  e x p o r t  e f f e c t  o f  s p e c i f i c  Oklahoma t axes  
was no t  a v a i l a b l e ,  because  o f  Oklahoma's r o l e  as a major  s u p p l i e r  o f  
o i l  and g a s ,  most o f  t h e  o v e r a l l  t a x  ex p o r t  s u r p l u s  was undoubtedly a 
r e s u l t  o f  t h e  gross  p roduct ion  and fue l  e x c i s e  t a x e s .
The expo r t  p o t e n t i a l  o f  Oklahoma's genera l  s a l e s  t a x ,  however, 
would no t  be g r e a t ,  e s p e c i a l l y  s i n c e  none o f  Oklahoma's l a r g e r  r e t a i l  
c e n t e r s  bo rder  o t h e r  s t a t e s .  With t h e  p o s s i b l e  excep t ion  o f  t h e  t axes  
pa id  by t o u r i s t s  on lodging  and food ,  i t  seems l o g i c a l  t o  assume t h a t  
genera l  r e t a i l  s a l e s  t ax e s  pa id  by i n d i v i d u a l s  a r e  borne e n t i r e l y  by 
Oklahoma r e s i d e n t s —exc lud ing ,  o f  c o u r s e ,  t h e  e f f e c t  o f  t h e  f e d e r a l  t a x  
o f f s e t .  Actual s a l e s  t ax e s  pa id  by t o u r i s t s  (and tou r i sm  i s  no t  a major  
Oklahoma in d u s t r y )  r e p r e s e n t  l e s s  than  2 .0  pe r  c e n t  o f  t o t a l  s a l e s  t a x  
r e v e n u e . T h e  p o s s i b i l i t y  o f  e x p o r t i n g  t h e  s a l e s  t axes  paid by 
Oklahoma bus ines ses  i s  d i sc u s s e d  in  t h e  fo l low ing  s e c t i o n .
Sa les  Tax on Business
A p o r t i o n  o f  Oklahoma's s a l e s  t a x  ( a t  l e a s t ,  t h e  way th e  s t a t u t e s
This e s t im a te  assumes t h a t  t o u r i s t s  from o t h e r  s t a t e s  p rov ide  
approx imate ly  15 pe r  c e n t  o f  t h e  $9.2 m i l l i o n  in  1973 s a l e s  t a x  revenue 
r ec e iv e d  from r e s t a u r a n t s ,  h o t e l s ,  and o t h e r  b u s ine s se s  prov id ing  t o u r i s t -  
r e l a t e d  s e r v i c e s .
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are  c u r r e n t l y  w r i t t e n )  a c t u a l l y  f a l l s  on bus ines s .  This i s  because c e r ­
t a i n  goods purchased by bus iness  f i rms o r  used in  the  product ion process  
a re  s u b je c t  to  t h e  r e t a i l  s a l e s  t a x .  As a r e s u l t ,  the  s a l e s  t a x  becomes 
a c o s t  o f  product ion  and i s  t r e a t e d  by most inc idence  s tu d i e s  in  t h e  
same way as a product ion or  bus iness  t u rn o v e r  t a x .  Then, depending on 
th e  s h i f t i n g  assumptions used,  the  burden o f  the  t a x  i s  e i t h e r  s h i f t e d  
forward to  consumers through i n c re as e d  p r i c e s ,  s h i f t e d  backwards to  the  
f a c t o r s  o f  p roduct ion ,  or  simply absorbed by t h e  f i rm through decreased  
p ro f i  t s .
A business  o r  f i rm o p e ra t in g  in  a loca l  market  (one t h a t  i s  geo­
g r a p h i c a l l y  l im i t e d  w i th in  one s t a t e  and s e l l s  only  to  i n - s t a t e  consumers) 
w i l l  g e n e ra l l y  be ab le  to  s h i f t  t h e  burden o f  a product ion t a x  forward.
In f a c t ,  in  as much as t h e  f i n a l  p r i c e  o f  the  product  inc ludes  t h e  s a l e s  
t a x  paid to  make p roduc t ion  p o s s i b l e ,  t h e  i n - s t a t e  r e s i d e n t s  a c t u a l l y  
a re  s u b je c t  t o  a pyramiding o f  t a x a t i o n .  The s a l e s  t ax  i s  no t  neces ­
s a r i l y  a s i n g l e - s t a g e  t a x ,  bu t  can apply a t  s evera l  po in t s  i n  t h e  pro­
duc t ion  and d i s t r i b u t i o n  p roce s s .  Moreover, t h i s  hidden t a x  ( inc luded  
in  the  c os t  o f  goods bought) cannot  be deducted from fede ra l  t a x a b le  
income by i n d i v i d u a l s .
When bus in esses  s e l l  t o  customers  o u t s id e  t h e  s t a t e ,  the  s a l e s  
t a x  can be export ed ,  i f  t h e  t a x  can be t r a n s l a t e d  i n t o  h igher  p r i c e s  
f o r  t h e  product  or  s e r v i c e  provided.  This depends to  a g r e a t  e x te n t
on whether  o r  not th e  s t a t e  dominates  the  market  f o r  a p a r t i c u l a r  i n d u s t r y .
12Moreover, as McLure e x p la in ed ,  th e  s h i f t i n g  o f  t h e  burden o f  a produc t ion
pp. 56-58.
1 p
McLure, "The I n t e r s t a t e  Export ing o f  S t a t e  and Local Taxes,"
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t a x  (o r  s a l e s  t a x  paid by bus ines s )  may d i f f e r  in  t h e  s h o r t - r u n  and long-  
run t ime pe r io d s .  Because c a p i t a l  i s  l a r g e l y  immobile i n  t h e  s h o r t -  
r un ,  t h e  i n i t i a l  e f f e c t  o f  a t a x  on a f i rm  fac ing  n a t io n a l  compet i t ion  
would be a reduc t ion  in  p r o f i t s .  In t h e  long - run ,  however, c a p i t a l  w i l l  
move in  o r d e r  t o  e q u a l i z e  e a r n i n g s ,  whereas l a b o r  and land a re  l e s s  f l e x ­
i b l e  f a c t o r s .  McLure e s t im a ted  t h a t  i n  t h e  long - run ,  a f i rm  in  a non­
dominated market would be a b le  t o  s h i f t  60 pe r  cen t  o f  product ion  taxes  
backwards to  l ab o r  and l an d ,  l eav ing  only  40 per  cent  a l l o c a t e d  t o  pro­
f i t s .  Firms t h a t  dominate t h e  n a t io n a l  market would be a b le  t o  s h i f t  
a p roduct ion  t a x  forward through higher  p r i c e s .  Oklahoma, however, has 
no i n d u s t r y  w i th  na t iona l  market  domination.
In terms of  how much o f  a s t a t e ' s  r e t a i l  s a l e s  t a x  i s  paid by 
b u s in e s s ,  Oklahoma's t a x  system i s  a c t u a l l y  w e l l - d e f i n e d  and excludes 
most r e t a i l  s a l e s  o f  goods involved in  product ion .  In g e n e r a l ,  s t a t e s  
d e f i n e  r e t a i l  s a l e s  as a s a l e  o f  t a n g i b l e  p roper ty  o r  (sometimes) s e r ­
v i ce s  t o  a consumer f o r  any purpose o t h e r  than  r e s a l e .  With s a l e s  to  
b u s in e s s ,  most s t a t e s  employ t h e  component p a r t  i d e a ,  which means t h a t  
any i tem t h a t  becomes a component p a r t  o f  ano the r  good t h a t  i s  so ld  i s  
excluded from t h e  t ax .  As a r e s u l t ,  machinery involved in  t h e  p roduct ion  
o f  o t h e r  goods i s  o f t e n  t ax e d .  Oklahoma, however, i s  de s c r ib ed  as a
d i r e c t - u s e  s t a t e ,  in  t h a t  i t s  t a x  laws exclude i tems t h a t  a re  used d i r e c t l y
13i n  p rocess ing  goods f o r  s a l e .  T h i s i s a m o r e  l i b e r a l  d e f i n i t i o n ,  and 
t h u s ,  more goods a re  excluded from th e  s a l e s  t axes  paid by b us ine s s .
Of c o u rs e ,  t h e s e  bus iness  t axes  a r e  a l s o  e l i g i b l e  f o r  t h e  f e d e r a l  o f f s e t ,  
and as a r e s u l t ,  t he  ac tu a l  amount t h a t  i s  s h i f t e d  e i t h e r  forward o r
^^Morgan, R e ta i l  Sa les  Tax, p. 20.
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backwards i s  reduced.  •
The a c tua l  procedure o f  a l l o c a t i n g  the  bus iness  p o r t i o n  o f  t h e  
s a l e s  t a x ,  acco rd ing  to  Musgrave and D a i c o f f ,  i s  f i r s t  t o  de te rmine  what 
p r o p o r t io n  o f  bus in ess  s a l e s  i s  made to  s t a t e  r e s i d e n t s  and what propor ­
t i o n  i s  export ed  e i t h e r  t o  o t h e r  s t a t e s  o r  to  t h e  f e d e r a l  government.
The burden t o  i n - s t a t e  consumers i s  a l l o c a t e d  between consumers and pro­
f i t s  by e s t i m a t in g  t h e  s h a re  o f  s t a t e  f i m s  t h a t  dominate t h e i r  markets  
s u f f i c i e n t l y  t o  w a r ra n t  t h e  assumption t h a t  t a x e s  can be s h i f t e d  forward 
t o  t h e  consumer through an i n c r e a s e  i n  p r i c e s . T h e  d i s t r i b u t i o n  among 
income b rac k e ts  o f  the  bus in ess  p o r t i o n  o f  t h e  s a l e s  t a x  assumed t o  be 
s h i f t e d  t o  consumers v a r i e d  acco rd ing  to  consumption p a t t e r n s .  Of t h e  
p o r t i o n  o f  t h e  i n - s t a t e  t a x e s  borne by p r o f i t s ,  a lmost o n e - h a l f  i s  ab­
sorbed by t h e  f e d e r a l  t a x  o f f s e t .  The remainder  i n  the  Michigan s tudy  
was d i s t r i b u t e d  between lo ca l  and o u t - o f - s t a t e  s t o c k h o l d e r s ,  based on 
t h e  e x t e n t  o f  t o t a l  c o rp o r a te  d iv idends  rece ived  by each.
Morgan's a n a l y s i s  o f  t h e  t a x a t i o n  o f  bus iness  under  t h e  r e t a i l  
s a l e s  t a x  dwells  more on the  de te rm in a t io n  o f  how much o f  t h e  t a x  i s  
a c t u a l l y  borne by b u s in e s s .  S ince  Oklahoma a p p l i e s  t h e  " d i r e c t - u s e "  
r u l e  d e s c r ib ed  above, a r e l a t i v e l y  s m a l l e r  p o r t i o n  o f  i t s  s a l e s  t a x  i s  
paid by b u s in e s s .  In f a c t ,  depending on th e  a c tu a l  t a x  s t a t u t e s  con­
ce rn ing  t h e  producer  goods t h a t  a re  t a x a b l e  and t h e  consumer goods t h a t  
a re  tax-exem pt ,  t h e  bus iness  p o r t i o n  o f  t h e  s a l e s  t a x  can in c o r p o r a t e  
from l e s s  than  o n e - t e n th  to  ove r  o n e - t h i r d  o f  a s t a t e ' s  s a l e s  t ax  
revenues.  Oklahoma i s  c l a s s i f i e d  by Morgan as a d i r e c t - u s e  s t a t e  f o r
^^Musgrave and D a ic o f f ,  "Who Pays t h e  Michigan Taxes?" pp. 171-
72.
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bus iness  purposes  (though no t  as l i b e r a l  as Ohio and M ich igan ) - -bu t  i t  
has r a t h e r  l im i t e d  exemptions in  t h e  household s e c t o r ,  which r e s u l t s  
i n  a l a r g e r  s a l e s  t a x  base .  Then a l l o c a t i n g  t h e  bus ines s  p o r t i o n  o f  
t h e  s a l e s  . tax,  Morgan no tes  t h a t  " the  d i r e c t - u s e  r u l e  i s  a p t  to  be more . 
n e a r ly  p rop o r t io n a l  i n  i t s  burden on t h e  va r ious  b r a c k e t s  o f  income ' 
c l a s s e s . I n  a r r i v i n g  a t  t h i s  con c lu s io n ,  Morgan assumes t h a t  the  
household o r  consumer p o r t i o n  o f  t h e  s a l e s  t a x  was based s o l e l y  on t a x ­
ab le  consumption. Except f o r  the  r e g r e s s i v e  t en d e n c ie s  o f  t h e  lowest  
income b r a c k e t ,  i t  made no d i f f e r e n c e  whether  t h e  s t a t e  was cons ide red  
a " c losed  economy" o r  whether  e xpor t ing  to  o t h e r  s t a t e s  and th e  f ede ra l  
government was inc luded  in  t h e  a n a l y s i s .
Whereas Morgan used t h e  i n t e n t  o f  t h e  t a x  s t a t u t e s  t o  a s c e r t a i n  
t h e  amount o f  s a l e s  t axes  pa id  by b u s in e s s ,  Richard Fryman ob ta ined  s im i ­
l a r  e s t i m a t e s  by rev iewing  t h e  type  o f  bus iness  e s t a b l i s h m e n t  t h a t  r e ­
mit s  s a l e s  t a x  r e v e n u e . F r y m a n  f i r s t  d i s t i n g u i s h e d  between t h e  s a l e s  
t a x e s  paid by r e t a i l  arid s e r v i c e  e n t e r p r i s e s  and th o s e  o f  m anu fa c tu re r s ,  
w h o l e s a l e r s ,  and o t h e r  e s t a b l i s h m e n t s .  This d i s t r i b u t i o n ,  however, does 
no t  p rov ide  an a c c u r a t e  e s t i m a t e  o f  t h e  p r o po r t ion  o f  s a l e s  t ax e s  paid 
by households and b u s i n e s s e s ,  f o r  r e t a i l e r s  o f t e n  make t a x a b l e  s a l e s  
t o  o t h e r  b u s in e s s e s ,  and w h o le s a l e r s  and m anufactu rer s  sometimes s e l l  
d i r e c t l y  t o  f i n a l  consumers.  Fryman's s o l u t i o n  t o  t h i s  problem was to
1 7
survey  bus iness  in  f i v e  major  c a t e g o r i e s  and de te rmine  what pe r  cent
^^Morgan, R e ta i l  Sa les  Tax, p. 27.
^^Richard F. Fryman, "Sa les  Taxa t ion o f  Producer  Goods i n  I l l i n o i s , "  
Nat ional  Tax Journa l  22 (June  1969): 273-281.
^^The f i v e  major  bus iness  groups surveyed by Fryman i n  h i s  I l l i n o i s  
s tu dy  were r e t a i l ,  w h o le s a l e ,  mining and m anufac tu r in g ,  c o n s t r u c t i o n ,  and 
s e r v i c e  and l e a s i n g .  The c o n s t r u c t i o n  pe rcen tage  vias based on U.S. d a ta .
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o f  t h e i r  t a x a b l e  s a l e s  were t o  o t h e r  b u s in e s s e s = A f u r t h e r  breakdown 
w i t h i n  types o f  r e t a i l  e s t a b l i s h m e n t s  was a l so  made. By combining the  
r e s u l t i n g  pe rcen tages  f o r  each group with  a corresponding  weighted ave r ­
age based on t h e  amount o f  o v e r a l l  s a l e s  t a x  revenue,  a pe rcen tage  o f  
t o t a l  s a l e s  t a x  revenue de r ived  from t a x a t i o n  of  producer  goods i s  ob­
t a i n e d .  The pe rcen tage  o f  t a x  r e c e i p t s  a r i s i n g  from s a l e s  t o  business  
in  Fryman's s tu dy  ranged from approximately e i g h t  pe r  cent  f o r  r e t a i l
s a l e s  e s t a b l i s h m e n t s  to  a lmos t  n in e ty  pe r  cen t  o f  t h e  revenues rece ived
18from manufactur ing  f i r m s .
For t h i s  s tudy  on Oklahoma's s a l e s  t a x ,  a combination o f  the  
procedures  used in  t h e  above empir ica l  works was app l i ed  to  t h e  break­
down o f  Oklahoma s a l e s  t a x  c o l l e c t i o n s  by c la s s e s  o f  bus in ess  provided 
by t h e  Tax Commission. Although Oklahoma i s  b a s i c a l l y  a d i r e c t - u s e  s t a t e  
i n  terms o f  t a x a t i o n  o f  producer  goods,  i t  does t a x  s a l e s  o f  commercial 
s u p p l i e s ,  i n d u s t r i a l  machines and p a r t s ,  o i l  f i e l d  equipment,  and c e r ­
t a i n  goods used in  a g r i c u l t u r a l  p roduct ion .  Moreover, i tems such as 
b u i ld in g  m a t e r i a l s  and pub l ic  u t i l i t i e s  a re  t a x e d ,  whether  o r  not  s a l e s  
a re  to  households  o r  b u s in e s s e s .  The r e s u l t i n g  e s t im a te s  show t h a t  22.8 
pe r  cen t  o f  Oklahoma's r e t a i l  s a l e s  t a x  revenue i s  r ece iv ed  from s a le s  
t o  b u s in e s s e s .  This  amounted t o  $26.5 m i l l i o n  in  1973 t ax  revenue. (See 
Appendix Table  A-1 f o r  s p e c i f i c  breakdovm.)
The a l l o c a t i o n  o f  t h e  in c idence  o f  t h e  bus iness  p o r t i o n  o f  the  
s a l e s  t a x  in  Oklahoma between i n - s t a t e  and o u t - o f - s t a t e  r e s i d e n t s  and 
between consumers,  f a c t o r s ,  and p r o f i t s  i s  even a more u n c e r t a in  procedure. 
Although Musgrave and D a ico f f  computed t h e  f ede ra l  o f f s e t  e f f e c t  f o r
18
Fryman, "Sa les  Taxat ion o f  Producer  Goods," pp. 276-77.
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only  t h e  po r t io n  o f  bus iness  s a l e s  t axes  t h a t  was no t  assumed to  be s h i f t ­
ed to  consumers,  t h e  procedure used in  t h i s  s tudy  i s  t o  assume t h a t  a l l  
e l i g i b l e  s t a t e  s a l e s  t ax e s  paid by bus inesses  wi l l  i n i t i a l l y  be deducted 
when de te rmining  f ed e r a l  t a x e s .  The a c tu a l  amount o f f s e t  depends on • 
t h e  p ropo r t ion  o f  in co rp o ra t e d  and un incorpora ted  bus inesses  s in c e  the  
marginal  t a x  r a t e  f o r  each s e c t o r  d i f f e r s .
The remainder  o f  t h e  t a x  i s  then s h i f t e d  forv/ard to  consumers 
( i f  t h e  f i rm i s  s t r o n g  enough to  s h i f t  t h e  t a x  by r a i s i n g  th e  p r i c e s  
o f  i t s  products  a c c o r d in g l y ) ,  s h i f t e d  backwards t o  t h e  f a c t o r s  o f  pro­
d u c t i o n ,  o r  absorbed through reduced p r o f i t s .  (This p r o f i t  r educ t ion  
could only  o c c u r ,  however, i f  t h e r e  had been some economic p r o f i t s  in 
t h e  f i r s t  p l a c e . )  Of t h e  amount s h i f t e d  forward to  consumers,  p a r t  can 
be export ed ,  in  t h a t  t h e  s a l e s  o f  t h e  bus iness  a re  t o  o u t - o f - s t a t e  con­
sumers.  Likewise ,  a po r t io n  o f  t h e  t a x  s h i f t e d  backwards t o  c a p i t a l  
o r  absorbed by p r o f i t s  can be exported i f  c a p i t a l  p rov ide r s  o r  Stock­
ho lders  l i v e  o u t - o f - s t a t e .
The d i s t r i b u t i o n  o f  t h e  i n - s t a t e  p o r t i o n  o f  t h e  t a x  among income 
groups i s  based upon t o t a l  consumption f o r  t h e  amount s h i f t e d  forward;  
upon wages f o r  t h a t  amount s h i f t e d  backwards to  l a b o r ;  and upon c a p i t a l  
income f o r  t h a t  amount s h i f t e d  t o  c a p i t a l  o r  borne by reduced p r o f i t s .
The ac tua l  s h i f t i n g  assumptions used in  d i s t r i b u t i n g  the  p o r t i o n  o f  t h e  
s a l e s  t a x  paid by b u s in e s s ,  a f t e r  t h e  f ed e r a l  t a x  o f f s e t  i s  recognized ,  
are  given in  d e t a i l  i n  Chapter VI on a p p l i c a t i o n .
Tax Coverage
Another problem p e c u l i a r  t o  inc id e n ce  a n a ly s i s  o f  t h e  s t a t e  r e t a i l
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s a l e s  t a x  i s  t h e  v a r i a t i o n  between d i f f e r e n t  s t a t e s  in  a c tua l  t a x  r a t e s  
and coverage.  As a r e s u l t ,  n a t i o n a l  s t u d i e s  o f  s a l e s  t a x  in c id e n c e  i n ­
c lude  se ve ra l  g e n e r a l i z a t i o n s .  In most c a s e s ,  s a l e s  t axes  apply to. r e ­
t a i l  s a l e s  o f  t a n g i b l e  personal  p r o p e r t y ,  a l though th e  bus iness  burden 
has been recognized .  Goods s u b j e c t  t o  s p e c i f i c  e x c i s e  taxes  a r e  o f t e n  
excluded from t h e  t a x ,  as a r e  s a l e s  t o  governments . In a d d i t i o n ,  most 
s t a t e s  t a x  some s e r v i c e s ,  e s p e c i a l l y  those  p e r t a i n i n g  to  tou r i sm .  (This 
segment can thus  be e x p o r t e d . )  No s t a t e  s a l e s  t a x ,  however, i s  l e v i e d  
on spending f o r  hous ing ,  m ed ica l ,  and educa t iona l  s e r v i c e s .
The good o f t e n  advocated f o r  exempt s t a t u s  from t h e  s a l e s  t a x  
i s  food ( g e n e r a l l y  de f ined  as food consumed o f f  t h e  premises  o f  t h e  p l a c e  
o f  pu rchase ) .  Almost t w o - f i f t h s  o f  t h e  t a x i n g  s t a t e s  have t h i s  exemption.  
The r a t i o n a l e  behind t h i s  exemption i s  t h a t  lower-income c l a s s e s  spend 
a l a r g e r  percen tage  o f  t h e i r  o v e r a l l  income on food.  Thus,  i n  o r d e r  
t o  e l i m i n a t e  some o f  t h e  r e g r e s s i v i t y  t h a t  occurs  when t h e  s a l e s  t a x  
i s  a p p l i e d  t o  a l l  consumer goods,  food i s  exempted. In even more s t a t e s ,  
p r e s c r i p t i o n  drugs a re  exempt from t h e  t a x ;  whereas c lo t h i n g  and u t i l i t y  
s e r v i c e s  a r e  exempt in  o t h e r  s t a t e s .  The reasoning f o r  most exemptions 
i s  t h a t  t h e  r e g r e s s i v i t y  o f  t h e  t a x  i s  l e s s e n e d .
Each exemption,  however, dec reases  t h e . t a x  base.  Thus, s t a t e s  
w i th  l i b e r a l  exemption p o l i c i e s  must have h igher  t a x  r a t e s  i n  o r d e r  t o  
ach ieve  a given amount o f  t a x  revenue.  When h igher  r a t e s  r e s u l t  from 
more exempt ions,  the  b e n e f i t  t o  lower income groups o f  exc lud ing  c e r t a i n  
goods and s e r v i c e s  becomes q u e s t i o n a b le .  For example,  s t u d i e s  have shown 
t h a t  t h e  c lo t h i n g  exemption does not  lower t h e  t a x  burden o f  low income
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t a x p a y e r s . E v e n  th e  food exemption may merely have a n e u t r a l  e f f e c t  
on in c id e n ce  p a t t e r n s .  Other  f a c t o r s  such as age and s i z e  o f  t h e  family  
u n i t ,  r u r a l - u r b a n  d i f f e r e n t i a l s ,  and d i f f e r e n c e s  in  consumption p a t t e r n s  
may a l s o  a f f e c t  both th e  v e r t i c a l  and ho r iz o n ta l  e q u i ty  o f  t h e  s a l e s
t a x .
Many e x p i r i c a l  s t u d i e s ,  using th e  t r a d i t i o n a l  u s e s - s i d e  a l l o c a ­
t i o n  o f  i n c id e n c e ,  have concluded t h a t  t h e  e xc lus ion  o f  food d e f i n i t e l y
21reduces t h e  r e g r e s s i v i t y  o f  t h e  s a l e s  t a x .  In some c a s e s ,  th e  food
exemption has changed th e  r e g r e s s i v e  p a t t e r n  t o  an almost  p ropo r t iona l  
22i n c id e n c e  p a t t e r n .  Nat ional  t a x  inc ide nce  s t u d i e s  have used e i t h e r  
t o t a l  consumption o r  consumption l e s s  food as t h e  base upon which to  
de te rmine  t h e  burden o f  t h e  s a l e s  t a x .  In g e n e ra l ,  t h i s  o v e r s t a t e s  t h e  
burden o f  t h e  s a l e s  t a x —e s p e c i a l l y  when non- taxab le  s e r v i c e s  a r e  p a r t  
o f  consumption.
For a s tu dy  confined  t o  one s t a t e ,  however, i t  i s  p o s s i b l e  to  
d i s t i n g u i s h  between t a x a b l e  and non - taxab le  consumption.  Thus,  t a x a b l e  
consumption in  Oklahoma wi l l  be e s t im a ted  f o r  each income c l a s s  based 
on average consumer purchases  o f  goods and s e rv i c e s  and th e  Oklahoma
19J e f f r e y  S chae fe r ,  "Clothing  Exemptions and Sales  Tax R e g re s s i ­
v i t y , "  American Economic Review 59 (September 1969): 596-599.
on
Reed R. Hansen, "An Empirical Analysis  o f  t h e  Re ta i l  Sa les  
Tax w i th  Po l icy  Recommendations," Nat ional  Tax Journal  15 (March 1962): 
1-13.
21 Tax Foundation,  Inc.  S t a t e  and Local Sa les  Taxes , (New York: 
1970); and Hansen, "An Empirical  A n a ly s i s . "
^^Gerhard N. Ros tvold ,  " D i s t r i b u t i o n  o f  P rope r ty .  R e ta i l  S a l e s ,  
and Personal  Income Tax Burdens in  C a l i f o r n i a :  An Empirical  Analysis  
o f  In eq u i ty  in  T a xa t ion , "  Nat ional  Tax Journal  19 (March 1966): 38- . 
47.
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t a x  law. When i t  i s  assumed t h a t  s a l e s  t axes  a re  s h i f t e d  t o  t h e  i n d i ­
v idua l  consumer,  t a x a b l e  consumption wi l l  p rov ide  t h e  base f o r  d e t e r ­
mining t a x  burden. An a n a l y s i s  o f  how a food exemption would a f f e c t  
t h e  in c id e n c e  p a t t e r n  in  Oklahoma i s  a l s o  p rovided.
R e la t i o n  Between T r a n s f e r  Payments and S t a t e  Taxes
Browning 's  t a x  a n a l y s i s ,  which e s t a b l i s h e s  i n c id e n c e  on t h e  sources  
s i d e  o f  t h e  income e q u a t i o n ,  i s  p r e d i c a t e d  on t h e  f a c t  t h a t  most t r a n s ­
f e r  payments (as  opposed t o  f a c t o r  income) i n c r e a s e  when t ax e s  a re  i n ­
c re a se d .  T r a n s f e r s  a r e  e i t h e r  t i e d  t o  t h e  Consumer P r i c e  Index,  o r  l e g i s ­
l a t i v e  a c t i o n  wi l l  boost  t r a n s f e r  payments t o  compensate f o r  any in c r e a s e  
i n  t a x e s .  Prime examples a r e  s o c i a l  s e c u r i t y ,  v e te r a n s  b e n e f i t s ,  and 
w e l f a r e  payments. As a r e s u l t ,  t h o se  f a m i l i e s  r e c e iv i n g  a l a r g e  p o r t i o n  
o f  income from t r a n s f e r s  w i l l  not  bear  t h e  f u l l  burden o f  a change in 
s a l e s  t a x a t i o n .
Although t r a n s f e r s  t y p i c a l l y  do r e f l e c t  an o v e r a l l  i n c r e a s e  in  
f e d e r a l  t a x e s ,  t h e  response  o f  t r a n s f e r  payments to  a change in  an i n ­
d iv id u a l  s t a t e ' s  t a x  i s  l e s s  c e r t a i n .  This  would be e s p e c i a l l y  t r u e  
f o r  a s t a t e  such as Oklahoma i n  which no l o c a l  a rea  i s  surveyed in  develop­
ing  t h e  Consumer P r i c e  Index.  In o t h e r  words,  i f  an i n c r e a s e  in  s a l e s  
t a x  r e s u l t e d  i n  h i g h e r  p r i c e s  i n  Oklahoma, t h e  Consumer P r i c e  Index would 
no t  r e f l e c t  t h i s  change,  and c onsequen t ly ,  any f ed e r a l  o r  s t a t e  t r a n s f e r  
program t i e d  t o  t h e  Index would no t  a u to m a t i c a l l y  i n c r e a s e .
Thi s  does no t  mean t h a t  s t a t e  w e l f a r e  programs do not  respond 
to  changes in  t h e  t a x  burden.  However, p r i o r  t o  1935, when t h e  two per  
c en t  s a l e s  t a x  became e f f e c t i v e ;  and p r i o r  t o  1937, when most o f  t h e  
revenues from th e  t a x  were earmarked to  provide  f o r  t h e  needy,  t h e r e
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was b a s i c a l l y  no o f f i c i a l  w e l f a r e  program f o r  Oklahoma (o r  f o r  t h a t  m a t t e r ,  
f o r  the  United S t a t e s ) .  Thus,  t h e r e  can be l i t t l e  comparison o f  t r a n s ­
f e r  payments p r i o r  to  1936 t o  those  o f  t h e  p r e s e n t .  Moreover,  s in c e  
t h e  s t a t e  s a l e s  t a x  r a t e  has not  changed s in c e  t h e  1935 law,  no r e a c t i o n  
t o  change can be recognized .  The l a r g e  i n c r e a s e  in  s a l e s  t a x  revenue 
(from $15.2 m i l l i o n  in  1942-43 to  $116.5 m i l l i o n  in  1972-73) s imply r e ­
f l e c t s  t h e  growing popu la t ion  and expanding consumer purchases  i n  Oklahoma.
S ince  t h e  Okalhoma s a l e s  t ax  i s  earmarked f o r  w e l f a r e  pu rposes ,  
i t  could be assumed t h a t  t h e  i n c r e a s e  i n  t ax  revenue payed by t h e  e n t i r e  
popu la t ion  o f  t h e  s t a t e  would be s h i f t e d  t o  w e l f a r e  payments,  which p ro­
v id e  g r e a t e r  b e n e f i t s  t o  t h e  lower income c l a s s e s .  However, in  1972- 
73,  the  d i r e c t  pub l ic  a s s i s t a n c e  payments made by th e  (renamed in  1981) 
Department o f  Human Se rv ices  t o t a l e d  $39.9 mi l l i o n ,  on ly  33.4 pe r  cen t  
o f  t h e  o v e r a l l  department budget .  The remainder o f  the  s a l e s  t a x  revenue 
provided va r ious  m edica l ,  e d u c a t i o n a l ,  r e h a b i l i t a t i v e ,  and s o c i a l  s e r v i c e s  
f o r  Oklahomans o f  a l l  ages and income l e v e l s .  (As o f  J u l y ,  1973, t h e  
o p e ra t io n  o f  Okalhoma C h i l d r e n ' s  Memorial Hospi ta l  was added t o  t h e  
Department ' s r e s p o n s i b i l i t i e s . )
D i r ec t  p u b l i c  a s s i s t a n c e  payments have not  kept  pace wi th  t h e  
ov e ra l l  growth in  revenue in  many i n s t a n c e s ,  because t h e  f e d e r a l  govern­
ment has c o n t i n u a l l y  provided a l a r g e r  po r t io n  o f  t h e  funding f o r  t h e s e  
programs. The Department o f  Human S e r v i c e s ,  however, has i n  many cases  
provided th e  matching funds necessa ry  f o r  t h e  s t a t e  t o  b e n e f i t  from t h e  
fed e r a l  programs. In f a c t ,  because t h e  revenue has been a v a i l a b l e  and 
i s  not  s u b j e c t  to  annual l e g i s l a t i v e  a p p r o p r i a t i o n ,  Oklahoma has been 
ab le  to  t a k e  advantage o f  an opt imal  number o f  f ed e r a l  matching programs.
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In 1973, f o r  example,  t h e  f e d e r a l  government provided 53 .9 pe r  c en t  o f
23th e  Department 's  n e t  e x p e n d i tu re s .  Although p r e s e n t  a c t i v i t i e s  f i ­
nanced by the  s a l e s  t a x  a r e  no lo n g e r  r e s t r i c t e d  t o  w e l f a r e  r e c i p i e n t s ,  
t h o se  in  lower income groups s t i l l  b e n e f i t  more than  th o se  w i th  h ig h e r  
incomes from th e  expanded programs o f  t h e  Department o f  Human S e r v ic e s .
Even i f  s t a t e  t r a n s f e r  payments a re  t i e d  t o  any change in  s t a t e  
t ax e s  (as  can occur  through l e g i s l a t i v e  a c t i o n ,  i f  not  through a p r i c e  
index r e l a t i o n s h i p ) ,  a c tua l  s t a t e  t r a n s f e r  payments as a pe rcen tage  o f  
BTAT income a re  minimal.  (See Table  I I I - l . )  Whereas a l l  t r a n s f e r  pay­
ments p rovide  55.2 pe r  cen t  o f  t h e  income o f  f a m i l i e s  in  t h e  under  $3000
income c l a s s ,  s t a t e  t r a n s f e r s  account  f o r  on ly  9.7 pe r  cen t  o f  BTAT i n ­
come. This d i f f e r e n c e  e x i s t s  f o r  a l l  income groups.  In f a c t ,  s t a t e  
t r a n s f e r  payments p rov ide  l e s s  than  one pe r  c en t  o f  t h e  income in  a l l  
bu t  t h e  lowest  t h r e e  income groups.
The meaning o f  t h i s  a n a l y s i s  i s  t h a t  a change in  Oklahoma t axes
( e s p e c i a l l y  t h e  s a l e s  t a x )  would not  a u to m a t i c a l l y  be r e f l e c t e d  i n  t h e
amount o f  t r a n s f e r  payments rece ived  by th e  average r e s i d e n t .  This  i s  
no t  t o  deny t h a t  t h e r e  has been an enormous expansion o f  t r a n s f e r  pay­
ments o f  both f e d e r a l  and s t a t e  governments i n  r e c e n t  y e a r s .  Table  I I I - 2  
shows t h a t  t o t a l  s o c i a l  w e l f a r e  expend i tu re s  dur ing t h e  13-year  pe r iod  
between 1960 and 1973 in c r e a s e d  by 309.6 per  c e n t .  Federal  expend i tu re s  
expanded a t  a g r e a t e r  r a t e  (391.0 per  cen t)  than  in c r e a s e s  i n  s t a t e  and 
lo ca l  expend i tu res  f o r  s o c i a l  w e l f a r e  (235.2 per  c e n t ) ,  but  both forms 
o f  government spending f a r  exceeded t h e  50.1 pe r  c en t  i n c r e a s e  i n  t h e
23Oklahoma Department o f  I n s t i t u t i o n s ,  S o c i a l ,  and R e h a b i l i t a t i v e  
S e r v i c e s ,  Annual Report :  F i sca l  Year 1972-1973 (Oklahoma Ci ty :  1973) ,
p . 10.
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TABLE I I I - l
STATE-ORIENTED TRANSFER PAYMENTS IN RELATION 
TO BTAT INCOME AND TOTAL TRANSFERS, OKLAHOMA, 1973
Income
Bracket
(dollars)
State-Related
Transfers
(1)
BTAT
Income
(2)
State Transfers 
as Per Cent 
of BTAT 
(3)
Total Transfers 
as Per Cent 
of BTAT 
(4)
Under 3,000 $240 $ 2,473 9.7 55.2
3,000-3,999 200 4,297 4.7 44.4
4,000-4,999 133 5,456 2.4 30.6
5,000-5,999 59 6,636 0.9 24.2
6,000-5,999 48 7,762 0.6 20.0
7,000-7,999 56 8,981 0.6 16.3
8,000-9,999 33 10,591 0.3 13.7
10,000-14,999 13 14,411 0.1 7.7
15,000-24,999 6 21,810 0.03 5.3
25,000 and over 8 48,674 0.02 4.3
Average $ 86 $11,710 0.7 12.1
SOURCE: U.S. Department of Labor, Bureau of Labor Statistics,
Consumer Expenditure Survey: Interview Survey, 1972-73, Bulletin
1985 (Washington, D.C.: Government Printing Office, 1978),
pp. 477-478.
(1) Includes only welfare and public assistance payments.
(2) Derived in Table V-3.
(4) Total transfers are given in Line 16, Table  V-3.
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TABLE I I I -2  
CONSUMER PRICE INDEXES, SOCIAL WELFARE
EXPENDITURES, AND PERCENTAGE CHANGE, UNITED STATES,
1960-1973
1960 1973
Per Cent 
Change
P rice Index*
A ll Items 88.7 133.1 50.1
All Commodities 91.5 129.9 42.0
A ll Services 83.5 139.1 66.6
Food 88.0 141.4 60.7
Medical Care 79.1 137.7 74.1
Social Welfare 
Expenditures 
(000,000)
Federal $24,957 $122,566 391.1
S ta te  & Local 27,337 91,376 234.3
S ta te  & Local 
excluding education 10,579 34,002 221.4
Soclal Welfare 
Federal, S ta te , & Local
Total $52,294 $213,942 309.1
Social Insurance 19,307 86,166 346.3
Public Aid 4,101 28,691 599.6
Health & Medical 4,464 13,447 201.2
Veterans Programs 5,479 13,026 137.7
Education 17,626 64,734 267.3
Housing 177 2,180 1,131.6
Other Social Welfare 1,140 5,698 499.8
Source: U.S. Department of Commerce, Bureau of the Census, S ta t is t i c a l
Abstract of the United S ta te s , 1979 (Washington, D.C.: Government
P rin tin g  O ffice, 1979), pp. 326-327, 483.
*1967 = 100.
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Consumer P r ice  Index du ring the  same per iod .  N e v e r th e le s s ,  Browning's 
hypothes i s  t h a t  t h e  s a l e s  t ax  (which i s  l e v i e d  by s t a t e s  in  t h e  United 
S t a t e s )  should be s h i f t e d  backwards in  o r d e r  t o  compensate f o r  t h e  ex­
cess ive ,  burden borne by f a c t o r  income does no t  seem to  prov ide a v i a b l e  
a l t e r n a t i v e  f o r  t h e  i nc idence  a n a ly s i s  o f  an i n d iv idua l  s t a t e .
CHAPTER IV
DETERMINATION OF THE INCOME BASE
Perhaps t h e  most im por tan t  v a r i a b l e  i n  t h e  a c tu a l  computat ion 
o f  t a x  (o r  b e n e f i t )  inc idence  i s  t h e  income base used f o r  comparison.
Once i t  i s  determined whe ther ,  and i f  s o ,  how a t a x  i s  s h i f t e d  and how 
t h e  burden o f  a t a x  should be a l l o c a t e d ,  the  inc ide nce  conc lus ion  con­
c e rn ing  th e  d i s t r i b u t i o n  o f  a t a x  can vary  s i g n i f i c a n t l y ,  depending on 
what  income d e f i n i t i o n  i s  used. Each inc idence  s tu d y ,  whether  f o r  t h e ­
o r e t i c a l  o r  p r a c t i c a l  r e a sons ,  seems to  use a d i f f e r e n t  v e r s io n  o f  income, 
and t h u s ,  comparison o f  t h e s e  empi r ica l  s t u d i e s  i s  d i f f i c u l t .  Some au­
t h o r s  have evaded t h e  problem by computing in c idence  using two o r  more 
income ba ses .  This procedure d imin ishes  t h e  impact  o f  any d e f i n i t i v e  
con c lu s io n ,  but  i t  does provide a l t e r n a t i v e s  which may be meaningful  
f o r  va r ious  government a p p l i c a t i o n s .  Moreover, e s p e c i a l l y  in  s t a t e  o r  
r eg iona l  s t u d i e s ,  t h e  a v a i l a b i l i t y  and com parab i l i t y  o f  income informa­
t i o n  w i l l  l i m i t  t h e  s e l e c t i o n  o f  a base.
An Income Concept 
Assuming t h a t  e q u i ty  i s  a major  t e n a n t  o f  t a x a t i o n ,  and t h a t  
t h e  a b i l i t y - t o - p a y  concept  i s  a way t o  a ssu re  e q u i t y ,  a s a t i s f a c t o r y  
and complete income measure i s  needed to  determine  a b i l i t y - t o - p a y .  Like­
w i s e ,  when measuring th e  d i s t r i b u t i o n a l  e f f e c t s  o f  a t a x ,  a s a t i s f a c t o r y
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t h e  same. According t o  Joseph Pechman and Benjamin Okner,  "Economists de­
f i n e  income as t h e  amount an i n d iv idua l  can spend du r ing  a p a r t i c u l a r  
t ime pe r iod  and s t i l l  have t h e  same ne t  a s s e t s  (valued i n  money terms)  
a t  t h e  end o f  t h e  pe r iod  as a t  t h e  beg inn ing ."^  This  i s  b a s i c a l l y  the  
d e f i n i t i o n  o r i g i n a l l y  fo rm ula ted  by Henry Simons and i s  t h e  same as de­
f i n i n g  income as consumption plus  t h e  i n c r e a s e  i n  n e t  worth in  a given 
t ime p e r i o d ,  o r  t h e  t o t a l  a c c r e t i o n  t o  a p e r s o n ' s  w e a l th .  To ob ta in  
a t o t a l  income measure,  a l l  a c c r e t i o n s  must be i n c l u d e d ,  whether  r e g u l a r  
o r  f l u c t u a t i n g ,  r e a l i z e d  o r  u n r e a l i z e d .
Although t h e  d e f i n i t i o n  o f  t o t a l  income i s  c l e a r ,  i t  i s  d i f f i c u l t  
t o  measure f o r  t h e  i n d iv i d u a l  o r  f am i ly .  Moreover,  most popu la t ion  d i s ­
t r i b u t i o n s  o f  income (which provide  t h e  b racke ts  g e n e r a l l y  used in  i n ­
c idence  a n a l y s i s )  a r e  based on fami ly  money income b e fo r e  t a x e s .  This 
measure i s  b a s i c a l l y  f a c t o r  income-- the  sum o f  wages and s a l a r i e s ,  s e l f -  
employment income, r e n t a l  income, income from i n t e r e s t  and d iv id e n d s ,  
plus  p r i v a t e  and government t r a n s f e r s .  Some, bu t  no t  a l l ,  income measures 
in c l u d e  income rece ived  from i n h e r i t a n c e  and g i f t s .  This  i s  c e r t a i n l y  
p a r t  o f  money income, as a r e  r e a l i z e d  c a p i t a l  g a i n s ,  bu t  because o f  the  
d i f f i c u l t y  o f  income a l l o c a t i o n ,  t h e s e  income components a re  sometimes 
ignored .
For a complete  base upon which to  measure t h e  burden o f  a l l  t a x e s ,  
however, c e r t a i n  a d d i t i o n s  must be made to  t h e  o v e r a l l  money income con­
c e p t .  A l a r g e  a d d i t i o n  i s  imputed income, such as t h e  u n r e a l i z e d  r e n t
^Joseph A. Pechman and Benjamin A. Okner, Who Bears the  Tax Burden? 
(Washington,  D.C. : Brookings I n s t i t u t i o n ,  1974) , p. 12.
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o f  owner-occupied homes, income-in -k ind  (home produced and consumed food 
and f u e l ,  f o r  example) ,  and i n t e r e s t  paid  on i n su ra n c e  p o l i c i e s .  More­
o v e r ,  i f  t h e  burden o f  c o rp o r a te  t axes  i s  t o  be a l l o c a t e d  acco rd ing  to  
income d i s t r i b u t i o n ,  then  a l l  c o rp o r a te  ea rn in g s  must be in c luded  in  
t h e  income measure.  This  means imput ing  accrued c a p i t a l  ga ins  ( u s u a l l y  
accomplished by a l l o c a t i n g  r e t a i n e d  e a rn ings  among income c l a s s e s  f o r  
c o r p o r a t i o n s  and a s s ig n in g  some va lue  t o  i n v e n t o r i e s  and a s s e t s  f o r  o t h e r  
b u s i n e s s e s ) ,  plus  a l l o c a t i n g  th e  u n s h i f t e d  c o rp o r a t e  and bus ines s  t a x e s  
paid b e fo re  d iv id ends  were d i s t r i b u t e d .  This  a d d i t i o n ,  however, means 
t h a t  c o rp o r a te  t a x  i n c id e n ce  assumptions must  be inc luded  in  t h e  income 
base .  An em ployer ' s  c o n t r i b u t i o n  to  t h e  s o c i a l  s e c u r i t y  and unemployment 
t a x  a r e ‘o t h e r  a d d i t i o n s  t o  money income, as a r e  any s a l e s  o r  p roduct ion  
t a x e s  paid  by bus ine s s  and deducted p r i o r  t o  d i s t r i b u t i n g  e a rn in g s .  Non­
reimbursed s e r v i c e s  o f  banks and o t h e r  f i n a n c i a l  i n t e r m e d i a r i e s  must 
a l s o  be i n c lu d e d .  A f i n a l  q u e s t i o n  concerns t h e  handl ing o f  p r i v a t e  pen­
s io n  c o n t r i b u t i o n s .  I f  pensions a r e  cons ide red  as income in  t h e  y e a r  
t hey  a r e  r e c e iv e d ,  then  th e  employers '  c o n t r i b u t i o n s  should not  be added 
t o  t h e  income base .  I f  employer pension c o n t r i b u t i o n s  a r e  added to  income 
when made, however, pensions would need t o  be regarded  as  changes i s  
a s s e t s .  Whether t h i s  procedure i s  compat ib le  w i th  t h e  t r e a tm e n t  o f  Soc ial  
S e c u r i t y  c o n t r i b u t i o n s  depends on whether  t h e s e  payments a r e  regarded  
as t a x - r e l a t e d  pensions o r  merely t r a n s f e r  payments.
The r e s u l t  o f  t h e  above c a l c u l a t i o n s  prov ides  a m o re - o r - l e s s  
t o t a l ,  b e f o r e - t a x ,  a f t e r - t r a n s f e r s  income measure f o r  households .  I t  
c e r t a i n l y  would r e p r e s e n t  a r e l a t i v e l y  a c c u r a t e  measure o f  a f a m i l y ' s  
economic w e l l - b e in g .  Whether t h i s  i s  t h e  b e s t  measure,  however, i s
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ano the r  q u e s t i o n .  G i l l e s p iB i  in  h i s  1965 s tu d y ,  p o in t s  out  t h a t  the
above income d e f i n i t i o n  i s  i n c o n s i s t e n t  f o r  measuring th e  e f f e c t s  o f
2
th e  o v e r a l l  f i s c a l  burden. I t  i nc ludes  t r a n s f e r  payments,  but  not  t h e  
o t h e r  b e n e f i t s  from government expend i tu res  on goods and s e r v i c e s .  He 
sugges t s  t h a t  an a p p ro p r i a t e  income base must e i t h e r  exclude th e  e n t i r e  
pu b l i c  s e c t o r  (meaning t h a t  t r a n s f e r  payments not  be added in  t h e  above 
d e f i n i t i o n )  o r  i nc lude  t h e  e n t i r e  pub l ic  s e c t o r ,  in which case  t a x e s ,  
as wel l  as p u b l i c  spending ( inc lud ing  t r a n s f e r s )  must be d i s t r i b u t e d  
by income c l a s s .  The f i r s t  measure G i l l e s p i e  de f in e s  as Y, o r  "broad 
income" where Y equals  n e t  money plus  non-money income, and t a x  and expendi­
t u r e  i n c idence  can be measured as a percentage  o f  income p r i o r  t o  t h e  
i n t r o d u c t i o n  o f  the  p u b l i c  s e c t o r .  His second measure, c a l l e d  "ad jus ted  
broad income" i s  de f ined  as  Y + B + R -  I ,  where B equa ls  b e n e f i t s  from 
p u b l i c  s e r v i c e s ,  R equa ls  t r a n s f e r  payments,  and I  equa ls  t a x e s .
Several  w r i t e r s  a f t e r  G i l l e s p i e  have agreed t h a t  an " id e a l "  i n ­
come measure must be c o n s i s t e n t  i n  e i t h e r  in c lu d in g  o r  exc lud ing th e  
p u b l i c  s e c t o r .  The methods f o r  ach iev ing  t h i s  c o n s i s t e n c y ,  however, 
have v a r i e d .  H a r r io t  and M i l l e r  de f ined  t o t a l  income "as  t h e  t o t a l  
household claims on the  n a t i o n ' s  product  a f t e r  t h e  r e c e i p t  o f  t r a n s f e r
W. Irwin G i l l e s p i e ,  " E f f e c t  o f  Pub l ic  Expendi tures  on th e  D i s t r i ­
bu t ion  o f  Income," in  R. A. Musgrave (ed . )  Essays in  Fi sca l  Federal ism 
(Washington, D.C.: Brookings I n s t i t u t i o n ,  1965) , pp. 126-127.
O
Richard A. Musgrave, Karl E. Case,  and Herman Leonard,  "The 
D i s t r i b u t i o n  o f  Fi sca l  Burdens and B e n e f i t s , "  Pub l ic  Finance Q u a r te r ly  
2 ( Ju ly  1974): 250-311;  6. C. Rugger i ,  "On th e  Incidence  o f  Canada's 
Prov in c ia l  Sa les  Taxa t ion , "  Pub l ic  Finance Q u a r te r ly  6 (October 1978): 
473-484;  Tax Foundation,  I n c . ,  Tax Burdens and Bene f i t s  o f  Government 
Expendi tures  by Income C la s s ,  1961 and 1965 (New York: 1967); Roger .
A. H e r r i o t  and Herman P. M i l l e r ,  "Tax Changes among Income Groups: 1962-
68,"  Business Horizons 15 (February 1972): 41-50.
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payments and th e  payment o f  t ax e s  t o  f in a n c e  t r a n s f e r  payments,"^ But 
de te rmining  what amount o f  t axes  in  each income group goes f o r  t r a n s f e r s
5
i s  d i f f i c u l t — and can d i s t o r t  t h e  d i s t r i b u t i o n ,  e s p e c i a l l y  when t r a n s f e r s  
exceed t a x e s .
The Tax Foundat ion,  i n  c o n t r a s t ,  be l i eved  t h a t  ne t  n a t io n a l  pro­
d u c t ,  as de f ined  in  the  na t io n a l  income and product  a c coun t s ,  (GNP l e s s  
c a p i t a l  consumption al lowances)  was t h e  most a p p ro p r i a t e  t o t a l  income 
measure to  exclude government e f f e c t s .®  The Foundat ion noted t h a t  i t s  
a l t e r n a t i v e  income measure,  NNP l e s s  t axes  plus  government b e n e f i t s ,  
would prov ide t h e  same o v e ra l l  income, assuming t h a t  t h e  government 's 
budget i s  ba lanced.  The d i s t r i b u t i o n  o f  t o t a l  income among income b r a c ­
k e t s ,  however, would d i f f e r  s i g n i f i c a n t l y  depending on which income 
measure was used.  I t  i s  because t h e  e f f e c t s  o f  government t a x a t i o n  and 
spending g e n e ra l l y  r e s u l t  in  a r e d i s t r i b u t i o n  o f  income from h ig h e r  to  
lower income b r a c k e t s ,  t h a t  most in c id e n c e  s tu d i e s  p r e f e r  t o  i n c lu d e  
a t  l e a s t  t r a n s f e r  payments i n  t h e  income d e f i n i t i o n .  This i s  e s p e c i a l l y  
t r u e  i n  t a x  inc ide nce  s t u d i e s ,  f o r  money t r a n s f e r  payments a r e  d e f i n i t e l y  
used to  pay t a x e s .
Other  Quest ions Concerning Income 
Even i f  an id ea l  income measure can be d e f i n e d ,  t h e r e  a re  o t h e r  
problems t h a t  must be cons ide red  be fo re  an income base can be adopted
^ H e r r io t  and M i l l e r ,  "Tax Changes," p. 46.
®Roger A. H e r r io t  and Herman P. M i l l e r ,  "The Taxes We Pay: An 
Analysis  o f  t h e  Tax Burden a t  each Income Leve l , "  The Conference Board 
Record 8 (May 1971): 31-40.
®Tax Foundat ion,  Tax Burdens and B e n e f i t s , p. 8.
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f o r  i nc idence  pu rposes .  Perhaps t h e  most s e r i o u s  d i f f i c u l t y  i n  income 
d i s t r i b u t i o n  i s  de te rmin ing  whose income i s  being measured. The Bureau 
o f  Economic Ana lys is  measures  t o t a l  income, which th ey  sometimes express  
i n  a per  c a p i t a  measure.  The Bureau o f  t h e  Census,  i n  c o n t r a s t ,  d e f i n e s  
income b racke ts  according  t o  f am i ly  o r  household income. Sometimes t h e  
income o f  households headed by one person a re  inc lude d  in  t h i s  measure,  
a l though  in  o t h e r  p u b l i c a t i o n s ,  income o f  f a m i l i e s  and income o f  un r e l a te d  
i n d i v i d u a l s  i s  recorded s e p a r a t e l y .  The va r ious  government s t u d i e s  o f  
income a l s o  d i f f e r  i n  t h e i r  t r e a tm e n t  o f  income o f  m i l i t a r y  pe rsonne l .  
In d iv id u a l s  r e s i d i n g  in  i n s t i t u t i o n s  (nu rs ing  homes, h o s p i t a l s ,  p r i s o n s ,  
d o r m i t o r i e s ,  ë t c . )  a r e  g e n e r a l l y  excluded from t h e  income d i s t r i b u t i o n  
c a t e g o r i e s ,  a l though  th e  income o f  t h e s e  i n d i v i d u a l s  i s  included in  t h e  
na t io n a l  income and p roduct  accoun t s .  Also inc luded  i n  t h e s e  accounts  
i s  t h e  income o f  n o n - p r o f i t  o r g a n i z a t i o n s .
The t ime element  i s  a n o th e r  f a c t o r  i n f l u e n c i n g  income measures .  
Usual ly  income i s  expressed  in  annual terms on a c a l e n d a r - y e a r  b a s i s .
This method o f t e n  r e s u l t s  i n  extreme f l u c t u a t i o n s ,  e s p e c i a l l y  i n  terms 
o f  income and consumption e x p e n d i tu re s .  For example,  i f  income r e c e i p t s  
a r e  delayed o r  a l o s s  o c c u r s ,  o r  perhaps t h e r e  i s  a w ind fa l l  p r o f i t ,  
a change in  consumption spending w i l l  not  happen immediately.  This  i s  
why severa l  economists  have advocated a form o f  "permanent  income," 
w i th  a t ime hor izon  g r e a t e r  than  one y e a r ,  as a p r e f e r a b l e  base f o r  i n ­
cidence  s t u d i e s . ^  In t h i s  way, t h e  a c tu a l  t im ing o f  income and spending 
wi l l  not  a f f e c t  inc id e n ce  c onc lu s ions .
^Roy D. Adams and David J .  Walker,  "The L i fe t im e  Inc idence  o f  
Consumption Sales  Taxes ,"  Na t ional  Tax Journa l  30 (December 1977): 463-
465.
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The "permanent  income" measure was f i r s t  proposed by Milton
O
Friedman in  1957 as a way to  e xp la in  t h e  macroeconomic consumption func­
t i o n .  Actual income and consumption were composed o f  a permanent  and 
a t r a n s i t o r y  p a r t ,  and permanent consumption was thought  t o  be a s t a b l e  
f r a c t i o n  o f  permanent  income. Modigl iani  and Brumberg in  1954 and Ando 
and Modigl iani  in  1963^ developed a s i m i l a r  " l i f e - c y c l e "  h y p o th e s i s ,  
which made consumption a f u n c t i o n  o f  t h e  age ,  c u r r e n t  w e a l th ,  and expected 
ea rn ings  o f  a househo ld ,  as wel l  as t h e  a c tu a l  income. Although t h i s  
i n fo rm a t ion  can be ob ta ine d  to  a g r e a t e r  o r  l e s s e r  e x t e n t  e i t h e r  by survey ing  
f a m i l i e s  over  a pe r iod  o f  ye a r s  i n  regard  t o  consumption-income p a t t e r n s ,  
o r  by ana ly z in g  t i m e - s e r i e s  s t u d i e s  f o r  a pe r iod  o f  y e a r s ,  t h e  consump­
t i o n  and income d a ta  a v a i l a b l e  f o r  v a r ious  income b r a c k e t s  in  s t a t e s  
and r eg ions  do not  d i s t i n g u i s h  between c u r r e n t  -and t h e  more permanent 
type  o f  income o r  consumption.  No in fo rm a t ion  reg a rd in g  age p a t t e r n s  
and e x i s t i n g  wea l th  i s  a v a i l a b l e  f o r  households  i n  t h e  d i f f e r e n t  income 
groups.  As a r e s u l t ,  permanent o r  l i f e - c y c l e  income does not  provide 
a s a t i s f a c t o r y  base f o r  inc id e n ce  a n a l y s i s .
Another ba se ,  o ther ,  than  income, t h a t  i s  s t i l l  o c c a s i o n a l l y  sug­
ges ted  i s  t h a t  o f  consumption o r  t o t a l  e x p e n d i t u re s .  Thiis was I rv i n g  
F i s h e r ' s  c h o ic e ,  s i n c e  consumption,  he b e l i e v e d ,  i s  t h e  d e s t r u c t i o n  o f  
u t i l i t y  and t h e r e f o r e  comes c l o s e s t  t o  measuring r ea l  income. One b e n e f i t
^Mil ton Friedman,  A Theory o f  t h e  Consumption Funct ion ( P r in c e to n ,  
N. J . :  P r ince ton  U n i v e r s i t y  P r e s s ,  1957) .
g
Franco Modigl iani  and Richard Brumberg, " U t i l i t y  Analys is  and 
t h e  Consumption Function" i n  K. Kurihara ( e d . )  Post-Keynes ian Economics 
(New Brunswick: Rutgers  U n iv e r s i ty  P r e s s ,  1954) ,  pp. 388-436;  and A lb e r t  
Ando and Franco M o d ig l i an i ,  "The L i fe -C yc le  Hypothesis  o f  Saving: Aggre­
g a te  Im p l ic a t i o n s  and T e s t s , "  American Economic Review 53 (March 1963):  
55-84.
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o f  using  t o t a l  e xpend i tu re s  as a base i s  t h a t  i t  e l i m i n a t e s  the  problems 
t h a t  occur  when expend i tu re s  exceed income f o r  t h e  lower income c l a s s e s .  
When a t a x  i s  a l l o c a t e d  according  to  consumption expend i tu re s  and consump­
t i o n  i s  g r e a t e r  than  income, i nc idence  im p l ic a t i o n s  a r e  d i s t o r t e d .  Never­
t h e l e s s ,  most economists  a g ree  t h a t ,  excep t  in  c e r t a i n  s i t u a t i o n s ,  con­
sumption does not  p rovide  a s a t i s f a c t o r y  income base.  Ne i the r  consump­
t i o n  nor  ne t  worth ( an o th e r  p o s s ib l e  base)  a r e  a p p r o p r i a t e  measures o f  
t axpaying a b i l i t y ,  and both a r e  no t  w e l l - d e f i n e d  by r e l i a b l e  s t a t i s t i c s .
F i n a l l y ,  t h e r e  i s  t h e  problem o f  i n f l a t i o n .  I d e a l l y ,  inc ide nce  
should be measured in  r e a l  te rms—but t h e  problem o f  r e c o n c i l i n g  the  
many s t a t i s t i c s  needed in  comparable rea l  terms would be overwhelming.
The q u e s t ion  o f  i n f l a t i o n a r y  adjustment  i s  e s p e c i a l l y  r e l e v a n t  in  a l l o c a t ­
ing  c a p i t a l  gains  and o t h e r s  gains  and lo s s e s  p e r t a i n i n g  to  f ix e d  a s s e t s .  
In f a c t ,  t h e  i n f l a t i o n  problem may j u s t i f y  igno r ing  t h e s e  imputat ions  
i n  de termining  a s a t i s f a c t o r y  income concept .  All s t u d i e s  do ignore  
t h e  s u b je c t  o f  l e i s u r e  and th e  e s t im a t io n  o f  t h e  va lue  o f  human c a p i t a l .
E x i s t i n g  Income Measures
Government measures  o f  income, e s p e c i a l l y  t h o se  r e l a t e d  t o  income 
d i s t r i b u t i o n ,  a r e ,  by n e c e s s i t y ,  pr imary sources  i n  in c id e n c e  de te rmina­
t i o n .  U nfo r tu n a t e ly ,  t h e s e  measures a r e  o f t e n  not  comparable i n  d e f i n i ­
t i o n  and coverage.  By unders tanding  t h e  meaning o f  each ,  however, ad­
jus tm en ts  can be made so t h a t  a p r a c t i c a l  income base f o r  computing i n c i ­
dence can be ob ta ined .
The Department o f  Cotmerce's Bureau o f  Economic Analysis  had 
f o r  many yea rs  publ ished in  t h e  Survey o f  Curren t  Business  t h e  n a t io n a l  
income and product accoun t s ,  i nc lud ing  GNP, n e t  n a t io n a l  p roduc t ,  n a t io n a l
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income, and t h e  personal  income s e r i e s .  These da ta  a r e  p r im a r i l y  e s t im a ted  
from t h e  a d m i n i s t r a t i v e  records  o f  bus iness  and government sources  f o r  
t h  n a t io n  as a whole.  L e s s - d e t a i l e d  pe rsona l  income s t a t i s t i c s  a re  p ro­
vided f o r  r e g i o n s ,  s t a t e s  and s m a l le r  l oca l  a r e a s .  Income f o r  a l l  r e s i ­
dents  i n  t h e  United S t a t e s  i s  e s t im a te d ,  i n c lu d in g  m i l i t a r y  personnel 
and occupants  o f  i n s t i t u t i o n s .  The na t iona l  accounts  d i f f e r  from the  
l oca l  a r e a  e s t im a te s  i n  t h a t  they  a l s o  inc lude  th e  income paid by t h e  
f ede ra l  government t o  n o n - r e s id e n t  c i v i l i a n  and m i l i t a r y  pe rsonne l .
As de f ined  by th e  Bureau o f  Economic A n a ly s i s ,  "Personal  income 
i s  t h e  c u r r e n t  income rece iv ed  by r e s i d e n t s  o f  an a rea  from a l l  sou rces .
I t  i s  measured before  deduct ion  o f  income and o t h e r  personal  t a x e s ,  but  
a f t e r  deduc t ion  o f  personal  c o n t r i b u t i o n s  to  s o c ia l  s e c u r i t y ,  govern­
ment r e t i r e m e n t ,  and o t h e r  s o c i a l  in su ra n c e  p r o g r a m s . B a s i c a l l y ,  
i t  i n c lu d e s  t h e  t r a d i t i o n a l  wages and s a l a r y  d i sbursem en ts ,  p r o p r i e t o r s '  
income, n e t  r e n t a l  income, d i v id e n d s ,  i n t e r e s t ,  and cash r e t u r n s  from 
c a p i t a l  inves tm en t s ;  p lus  c e r t a i n  non-money income such as imputed r e n t  
o f  owner-occupied dwell ings  (as  determined by d a ta  c o n s t ru c te d  i n  the  
Census o f  Housing),  wages and o t h e r  income in  kind ( inc lud ing  food and 
fue l  produced and consumed on f a r m s) ,  in su ra n c e  d i sbursem en ts ,  and th e  
va lue  o f  bank and f i n a n c i a l  s e r v i c e s .  I t  a l s o  inc ludes  va r ious  types  
o f  supplementary e a rn i n g s ,  e s p e c i a l l y  employer  c o n t r i b u t i o n s  t o  p r iv a t e  
pens ions ,  h e a l t h  programs, and w e l f a r e  funds.  Personal  c o n t r i b u t i o n s  
f o r  s o c i a l  i n su rance  a re  cons ide red  a n e g a t iv e  component o f  personal
U.S. Department o f  Commerce, Bureau o f  Economic A n a ly s i s ,  
"County and M etropo l i ta n  Area Personal  Income," Survey o f  Current  
Business  (April  1975): 30.
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income. Both government and p r i v a t e  t r a n s f e r  payments,  in c lu d in g  medicare  
and medicaid b e n e f i t s ,  a re  a major  p a r t  o f  personal  income. Moreover, 
government payments to  n o n p r o f i t  o r g a n i z a t i o n s  a re  included .  I f  personal  
t a x  and nontax payments a re  s u b t r a c t e d  from t h e  personal  income t o t a l ,  
d i sp o s a b le  income i s  ob ta ined .
Since most o f  th e  personal  income e s t im a te s  a r e  based on bus in ess  
and government in fo rm a t io n ,  l a b o r  and p r o p r i e t o r s '  income i s  i n i t i a l l y  
a l l o c a t e d  accord ing  to  p l a c e  o f  work when income s e r i e s  a re  developed 
f o r  s t a t e s  and s m a l le r  a r e a s .  This  t o t a l  i s  then  a d ju s t e d  t o  a p l a c e -  
o f - r e s i d e n c e  concept  p r im a r i l y  by using Census da ta  on commuting p a t t e r n s  
and updat ing i f  s i g n i f i c a n t  economic o r  geographic  changes have occurred  
i n  t h e  s p e c i f i c  a rea  s in c e  t h e  l a s t  Census. The d iv ide nd ,  i n t e r e s t ,  
and r e n t  computa t ions ,  as wel l as t r a n s f e r  payments,  a re  then  added to  
ne t  l ab o r  and p r o p r i e t o r s '  income by p l ac e  o f  r e s id e n c e  i n  o r d e r  t o  achieve  
personal  income by p l a c e  o f  r e s i d e n c e .  By d i v id i n g  t h i s  t o t a l  by t h e  
t o t a l  e s t im a ted  popu la t ion  o f  t h e  a rea  i n  q u e s t i o n ,  a per  c a p i t a  income 
f i g u r e  i s  ob ta ine d .  U n fo r tu n a t e ly ,  no d i s t r i b u t i o n  o f  income among t h e  
popu la t io n  i s  provided by t h i s  measure.
In c o n t r a s t  to  th e  Bureau o f  Economic Analysis  d a t a ,  which a re  
ob ta ined  from f a c t o r  so u rc e s .  Census Bureau in format ion  i s  d e r ive d  d i r e c t l y  
from households  through f i e l d  in te r v ie w s  and surveys .  The Census da ta  
do not  inc lude  th e  comprehensive non-money a d d i t io n s  o f  t h e  Bureau o f  
Economic A na ly s i s ,  but th e  money income be fo re  t axe s  d e f i n i t i o n  does 
in c o r p o r a t e  c o n t r i b u t i o n s  f o r  suppo r t  r ece ived  from persons not  r e s i d i n g  
i n  t h e  same household,  income from roomers and b o a rd e r s ,  and employee 
c o n t r i b u t i o n s  to  so c ia l  i n s u r a n c e .  G i f t s  and lump-sum payments,  such
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as i n h e r i t a n c e s ,  t a x  r e f u n d s ,  i n su rance  payments,  and money rece ived  
from t h e  s a l e  o f  p r o p e r t y ,  however, a re  excluded .
Income d a ta  a r e  compiled f o r  f a m i l i e s  and f o r  u n r e l a t e d  i n d i v i ­
dua ls  14 y e a r s  o ld  and o v e r ,  and f o r  t h e s e  u n i t s ,  both median and mean 
income a re  recorded.  Total  money income i s  a l s o  a l l o c a t e d  accord ing  
to  income b r a c k e t s ,  so a monetary d i s t r i b u t i o n  o f  f a m i l i e s  and u n r e l a t e d  
i n d i v i d u a l s  i s  a v a i l a b l e .  Because t h e  answers on Census Bureau income 
q u e s t i o n n a i r e s  a re  o f t e n  based on memory, c e r t a i n  in fo rm a t ion  i s  f o r g o t t e n  
and t h e r e  i s  a tendency towards u n d e r r e p o r t in g  o f  income. Est imates  
o f  t h e  e x t e n t  o f  u n d e r r e p o r t in g  have ranged from 6 to  13 pe r  c en t  o f  
money income.
Income, as de f ined  f o r  t a x  purposes  by t h e  I n t e r n a l  Revenue S e r v i c e ,  
i s  l e s s  i n c l u s i v e  than  t h e  Census d e f i n i t i o n .  Perhaps t h e  most im por tan t  
omiss ion  i s  t h a t  i n d i v i d u a l s  and f a m i l i e s  w i th  low incomes ( the  a c tua l  
amount d i f f e r s  acco rd ing  t o  t h e  y e a r  in  q u e s t io n  and t h e  f am i ly  s t a t u s  
and exemptions t h a t  apply)  a r e  no t  r e q u i r e d  by law t o  f i l e  t a x  r e t u r n s ,  
a l though i n  r e c e n t  y e a r s ,  t h e  p o s s i b i l i t y  o f  o b t a i n in g  a t a x  c r e d i t  has 
l e s se ne d  t h e  e f f e c t  o f  t h i s  r e s t r i c t i o n .  Moreover, gross  income f o r  
t a x  purposes  does not  i n c l u d e  most  government t r a n s f e r  payments,  and 
even some p r i v a t e  pens ions  a r e  t a x  f r e e .  The method o f  i n c lu d in g  ne t  
c a p i t a l  gains  and l o s s  c a r ryove rs  c r e a t e s  a d d i t i o n a l  problems in  d e f i n i n g  
income. Furthermore,  s i n c e  some t a x  r e t u r n s  a r e  f i l e d  by s e p a r a t e  i n ­
d i v i d u a l s ,  whi le  o t h e r s  a re  j o i n t  r e t u r n s ,  t h e r e  i s  no con s i s t en c y  in
David Bra in in  and John J .  Germanis,  "Comments on ' D i s t r i b u t i o n  
o f  P rope r ty ,  R e ta i l  S a l e s ,  and Personal  Income Tax Burdens i n  C a l i f o r n i a :  
An Empir ical  A na ly s i s '  by Gerhard N. Ros tvo ld ,"  Nat ional  Tax Journa l  20 
(March 1967): 109; H e r r i o t  and M i l l e r ,  "The Taxes We Pay," p. 31.
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whether- t h e  income rep o r t ed  i s  t h a t  o f  a fami ly  o r  an i n d i v i d u a l .
Although I n t e r n a l  Revenue in fo rm at io n  may provide  a c r o s s - r e f e r e n c e  
check f o r  t h e  accuracy  o f  t h e  h igher  b racke ts  on income d i s t r i b u t i o n  
i n  t h e  n a t io n  o r  i n  i n d iv i d u a l  s t a t e s ,  t h e  income d a ta  provided a r e  not  
d i r e c t l y  comparable w i th  o t h e r  income s t a t i s t i c s .  Likewise,  ea rn ings  
d a t a  from Social  S e c u r i t y  A dm in is t ra t ion  records  a r e  not  ve ry u s e f u l ,  
s i n c e  ea rn ings  above t h e  l e g i s l a t e d  maximum are  not  recorded.  Also,
So c ia l  S e c u r i t y  coverage excludes most government employees,  as well  
as  some employees o f  n o n - p r o f i t  o r g a n iz a t io n s  and r a i l r o a d s .  Others 
a r e  no t  covered because o f  i n s u f f i c i e n t  e a rn ings .
A f i n a l  source  o f  income in fo rmat ion  used f o r  many inc idence  
s t u d i e s  i s  t h e  Consumer Expendi ture  Survey, undertaken by t h e  Bureau 
o f  Labor S t a t i s t i c s .  Although t h e  e a r l i e r  surveys were p r im a r i l y  f o r  
t h e  purpose o f  evo lv ing  and then  updat ing  t h e  Consumer P r i c e  Index,  t h e  
l a t e s t  survey o f  1972-73 p r e s e n t s  a d e t a i l e d  a n a ly s i s  o f  both income 
and expend i tu re  p a t t e r n s .  P r i o r  t o  1971, t h e  U n iv e r s i ty  o f  Michigan 
a l s o  conducted annual surveys o f  consumer f i n a n c e s .  The l a t e s t  Consumer 
Expendi ture  Survey i s  a c t u a l l y  a combination o f  two survey t echn iques :  
an i n te r v ie w  su rvey ,  i n  which t h e  consumer u n i t  was p e r s o n a l ly  in te rv iewed  
every t h r e e  months du r ing  a .15-month p e r io d ;  and a d i a r y  su rvey ,  which 
in c luded  record  keeping o f  d a i l y  expendi tu re s  by t h e  consumer u n i t  f o r  
two one-week p e r i o d s .  I n te rv ie w e r s  were a l so  used f o r  t h e  d i a r y  survey 
to  c l a r i f y  d a ta  and t o  o b t a in  more general  in fo rm at io n .
The sample inc luded  housing u n i t s  s e l e c t e d  by computer to  r e p r e ­
s e n t  va r ious  geographical  a r e a s ,  as well  as urban and r u ra l  d i f f e r e n c e s .  
In fo rmat ion  was ob ta ined  from family  u n i t s ,  a group o f  two o r  more persons
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who u s u a l ly  l i v e d  t o g e t h e r  and shared  r esou rces  and expenses ,  and a l s o  
from f i n a n c i a l l y - i n d e p e n d e n t  i n d i v i d u a l s .  In c o n t r a s t  to  t h e  Census 
p rocedu re ,  t h e s e  two groups were not  r ep o r t ed  s e p a r a t e l y  i n  t h e  o ve ra l l  
survey t a b l e s .  The income and expend i tu re  d a ta  f o r  each survey  were 
expanded and recorded f o r  t h e  n a t io n  and f o u r  major  geographica l  a reas  
f o r  12 s e p a r a t e  income b rac k e t s  based on fami ly  income be fo re  t a x e s .
In a d d i t i o n ,  an i n t e g r a t i o n  o f  the  two surveys was made, but  only f o r  
t h e  na t io n  as a whole. B a s i c a l l y ,  a f t e r  a d j u s t i n g  t h e  d a ta  to  compensate 
f o r  t h e  d i f f e r i n g  c o l l e c t i n g  t ime p e r i o d s ,  t h e  i n t e g r a t i o n  used th e  i n t e r ­
view survey  r e s u l t s  f o r  income, n e t  a s s e t s ,  and major  e x p e n d i tu re s ,  and 
in c o r p o r a t e d  t h e  d i a r y  survey f o r  small f r e q u e n t ly -p u r c h a se d  i t e m s ,  such 
as food.
The income concept  f o r  t h e  consumer u n i t  i s  de f ined  as t h e  combined 
money income o f  a l l  members o f  t h e  fami ly  u n i t  14 y e a r s  old and over .
Family income combines t h e  t r a d i t i o n a l  concept  o f  f a c t o r  income f o r  t h e  
c i v i l i a n  and m i l i t a r y  p o p u l a t i o n ,  in c lu d in g  paymen ts - in -k ind ;  pu b l i c  
and p r i v a t e  t r a n s f e r  payments,  i n c lud ing  t h e  v a lue  o f  food stamps ne t  
o f  purchase c o s t ;  r e g u l a r  c o n t r i b u t i o n s  f o r  su p p o r t ;  n e t  p r o f t i s  on th e  
s a l e  o f  s t o c k s ,  bonds,  and mutual funds both purchased and s o ld  dur ing 
the  survey y e a r ;  refunds on t axes  and in su rance  p o l i c i e s ;  and workers '  
compensat ion.  Although no t  inc luded  in  t h e  f am i ly  income be fo re  t axes  
measure,  o t h e r  f i n a n c i a l  in fo rm at io n  about i n h e r i t a n c e s ,  lump-sum s e t t l e ­
ments ,  and g i f t s  by income b racke t  was a l s o  ga the red  and p re se n ted  in  
t h e  i n te r v ie w  survey ,  a long wi th ne t  change i n  a s s e t s  and l i a b i l i t i e s ,  
goods and s e r v i c e s  rece ived  w i thou t  d i r e c t  expense,  and the market  value 
o f  f i n a n c i a l  a s s e t s .  Thus,  a r a t h e r  complete income p i c t u r e  by income
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b r a c k e t  i s  a v a i l a b l e  f o r  th e  survey  y e a r s ,  though incomplete  r e p o r t i n g  
o f  income, sample e r r o r ,  and t h e  tendency t o  unde r r e po r t  income i n  i n t e r ­
view surveys a f f e c t  th e  o v e ra l l  accuracy o f  t h e  r e s u l t s .  Fur thermore ,  
as i s  t r u e  in  a l l  s t u d i e s  d e f in in g  income d i s t r i b u t i o n ,  only t h e  average 
can be p r e s e n t e d ,  and no one in d iv id u a l  o r  family  n e c e s s a r i l y  f i t s  t h e  
ave rage .
Actual Income Bases used f o r  Inc idence  Computation
Most s t u d i e s  have used one o f  t h e  above income measures ,  which 
a re  p u b l i c l y  a v a i l a b l e ,  as t h e  ba s i s  f o r  de te rmin ing  t h e  income measure 
used t o  compute t a x  and expend i tu re  inc id e n c e .  Depending on t h e  a v a i l ­
a b i l i t y  o f  f in a n c in g  and t h e  scope o f  t h e  s tu d y ,  some groups have expanded 
th e  money income measures by e s t im a t in g  i n d i r e c t  t a x  burdens,  r e a l i z e d  
and u n r e a l i z e d  c a p i t a l  g a in s ,  imputed r e n t ,  and o t h e r  income-in-k ind 
t h a t  i s  p a r t  o f  t h e  t o t a l  income concept  de f ined  e a r l i e r .  The Brookings 
I n s t i t u t i o n ,  f o r  example, c o n s t r u c t e d  t h e  1955 MERGE f i l e ,  a m ic r o a n a l y t i c  
da ta  base which combined I n t e r n a l  Revenue S e rv ic e  in fo rm a t ion  a v a i l a b l e  
from t a x  r e t u r n s  with t h e  1957 Survey o f  Economic O ppor tun i ty ,  conducted 
by t h e  Bureau o f  t h e  Census,  which provided needed in fo rm a t io n  f o r  low 
income f a m i l i e s .  Adjustments f o r  u n d e r r e po r t ing  and nonrepor t ing  were 
made, and c e r t a i n  imputa t ions  were added i n  o r d e r  t o  deve lop t h e  f i n a l  
income base.
A c t u a l l y ,  as Table  IV-1 shows, most major  i n c id e n ce  s t u d i e s  in  
t h e  l a s t  20 ye a r s  have u t i l i z e d  an income base w i th  many c h a r a c t e r i s t i c s  
i n  common. All s t a r t  with  a d e f i n i t i o n  o f  fami ly  c u r r e n t  money income, 
i n c lu d in g  t h e  t r a d i t i o n a l  f a c t o r  income rece ived  from gross  wages and 
s a l a r i e s  ( g e n e r a l l y  expressed  be fo re  c o n t r i b u t i o n s  t o  s o c i a l  s e c u r i t y
TABLE IV-1 
FAMILY INCOME BASE MEASURES
Income Item
Browning 
& Johnson 
Household 
Income
Pechman 
& Okner 
Family 
Income
Musgrave 
e t  a l .  1974 
T o tal 
Income^
H errio t 
& M ille r 
T o ta l , 
Income
G ille sp ie
(a)S (b)
Musgrave 
& D aicoff 
Broad _ 
Income
Bishop-Tax 
Foundation 
Uses NNP
Wisconsin 
Broad „ 
Concept
Labor
Gross Wages and S a la r ie s X X X X X (6) X X X
Employer -  S o cia l S ecu rity X No X . X X No X
Employer -  Unempl,, h e a lth ,  e tc . X X X X X X
Paym ent-in-kind X No X X X X X X X
Employer -  Payments to  pensions No X No X No No Wo X X
C ap ita l
I n te r e s t ,  D ividends, Rent X X X X X X X (8) X
Imputed Rent X X X X X X X X X
Corporate Tax X X X X . X No No- X
H ndistrlbu ted  c a p ita l  gains X X X X X X % X X
Accrued gains on farm In v e n to r ie s , 
nonfarm re a l  e s ta te  adjustm ents X X X
R ealized c a p ita l  gains No No No X X X s: X
T ransfers
Public X X X No No X X No X
P riv a te X No X No X X X No X
In-Kind (1) No X No X No
General government b e n e f its No No X No No X No No No
In d ire c t  taxes^ X X No X No No No X
Imputed seirvices o f banks, e tc . No No X X X
Regular co n trib u tio n s  from o th e rs X No X X X No
G ifts  and bequests No No X X No
en
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Footnotes - Table IV-1
^Includes Medicare and Medicaid imputed for actual medical expenses, as 
opposed to estimating yearly insurance value of benefits.
2Total income includes money income, certain imputed items and transfer 
payments. Total income expanded adds benefits from public services. Another 
income concept is derived by subtracting taxes and charges from expanded 
total income. Also total income minus transfers is an additional measure.
3
Inclusion of indirect taxes makes tax base dependent on shifting assumptions. 
Since Brooming assumes sales tax incidence based on factor income, he includes 
the value of sales and excise taxes in order to obtain his before-tax, before- 
transfer income measure.
Total income is expanded money income, including taxes, but less transfers.
An alternative measure, "adjusted total income," includes taxes, but only to 
the extent that they exceed transfer payments for each income group. In their 
1972 study, where adjusted total income was used as the base, adjusted total 
income was defined as "the total household claims on the nation’s product 
after the receipt of transfer payments and the payment of taxes to finance the 
transfer payments," (p. 46)
^Gillespie used two income concepts, broad income, or Y, which excludes the 
entire public sector; and adjusted broad income, orY + B + R -  T, which in­
cludes the entire public sector within its distribution and is defined as 
money income plus some non-money items less tax payments plus government 
benefits and transfer payments. Family money income is derived from the 
personal income series.
6Net wages and salaries, since employee contributions to Social Security and 
personal income tax payments are excluded.
^One income base used was family money income as defined by the University of 
Michigan Survey Research Center for the North Central Region, and then updated 
according to the relationship between Michigan and the region found in the 
personal income series. . A second broader income measure is depicted. A 
third income measure was money income after federal taxes.
8Interest payments exclude net interest paid by government and net interest 
paid by consumers and subsidies less current surplus of government enterprises.
9Wisconsin’s income concept, adjusted gross income, is derived from income tax 
returns and is defined as total family money income from all sources less 
business expenses. This measure was expanded to include imputed and in-kind 
income. (This broad income version is the one surveyed here.) A third measure 
expressed adjusted gross income after the deduction of federal taxes, including 
all business taxes assumed paid by individuals.
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a re  paid o r  t axes  a r e  d e d u c te d ) ,  n e t  income from self -employment ,  and 
c a p i t a l  ea rn ings  from d iv id e n d s ,  i n t e r e s t ,  n e t  r e n t ,  and income from 
e s t a t e s  and t r u s t s .  Other  i n c l u s io n s  depend t o  a g r e a t  e x t e n t  on whether  
t h e  income base was de r ived  from Census Bureau s t a t i s t i c s  o r  the  Bureau 
o f  Economic A n a ly s i s '  pe rsona l  income s e r i e s .  Personal  income, as noted 
e a r l i e r ,  t ak e s  i n t o  account  paym ents - in -k ind ,  food and fue l  produced 
and consumed on fa rm s ,  and imputed r e n t  from owner-occupied homes, as 
well  as pub l ic  t r a n s f e r s  from s o c ia l  s e c u r i t y ,  w e l f a r e ,  e t c .  I t  a l s o  
t r e a t s  such employer payments to  unemployment, h e a l t h  funds ,  and p r i v a t e  
pensions as income--but  i t  c ons ide r s  t h e  r e c e i p t  o f  p r i v a t e  pensions 
as  merely a change in  a s s e t  form. The Census Bureau,  i n  c o n t r a s t ,  counts 
p r i v a t e  pensions as income, bu t  does no t  i n c lu d e  employer payments t o  
t h e s e  funds.
The va r ious  in c id e n ce  s t u d i e s  o f  Browning, H e r r i o t  and M i l l e r ,  and 
Musgrave s t a r t e d  w i th  t h e  Census Bureau 's  money income d i s t r i b u t i o n  and 
then  a d ju s t e d  i t .  Al l e s t im a ted  income-in -k ind  and imputed r e n t ,  and Musgrave 
and Browning t r e a t e d  p r i v a t e  pens ions as income when r e c e iv e d .  Pechman and 
Okner and t h e  Tax Foundat ion,  which s t a r t e d  w i th  personal  income as t h e  ba s e ,  
included  t h e  employer pension payments,  r a t h e r  than  t h e  a c tu a l  pension pay-  ; 
ment , as t h e  c u r r e n t  income f i g u r e .  All s t u d i e s ,  r e g a r d le s s  o f  t h e  money 
income base used,  e s t im a ted  u n d i s t r i b u t e d  c a p i t a l  ga in s .  Thi s  was u s u a l ly  
done by a l l o c a t i n g  r e t a i n e d  ea rn ings  among th e  va r ious  income b rac ke ts  ac ­
cording  t o  t h e  d i s t r i b u t i o n  o f  d iv ide nds .  Some s t u d i e s  a l s o  inc luded  an 
e s t im a te  o f  accrued gains  on farm a s s e t s  and a non-farm rea l  e s t a t e  a d j u s t ­
ment,  whereas o t h e r s  e i t h e r  d id  not  o r  f a i l e d  t o  s p e c i f y  such.  (See Table
IV-1 .)  Likewise,  the  i n c l u s i o n  o f  r e a l i z e d  c a p i t a l  ga ins  was not  c o n s i s t e n t .
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The t r e a tm e n t  o f  p u b l i c  t r a n s f e r  payments p r e s e n t s  a s pe c ia l  
problem in  t h e  de te rm in a t io n  o f  an income base.  Although both t h e  Census 
d a ta  and t h e  personal  income s e r i e s  count  pu b l i c  t r a n s f e r s  as c u r r e n t  
money income, se ve ra l  economists have emphasized t h e  in c o n s i s t e n c y  d e p ic ted  
by t h i s  procedure .  G i l l e s p i e ,  f o r  example,  be l i eved  t h a t  t h e  income base 
should e i t h e r  exc lude t h e  e n t i r e  pub l ic  s e c t o r ,  so t h a t  Y, o r  broad i n ­
come, would equal money plus  non-money income be fo re  e i t h e r  t axes  o r  
pub l ic  b e n e f i t s  ( in c lu d in g  t r a n s f e r s ) ;  o r  inc lude  t h e  pu b l i c  s e c t o r ,  
w i t h . Y + B + R -  I ,  r e p r e s e n t in g  broad income plus  government b e n e f i t s  
and t r a n s f e r s  but  minus t a x e s .
The t r e a tm e n t  o f  t axes  i s  c l o s e l y  r e l a t e d  t o  t h e  government-no 
government problem, f o r  t h e o r e t i c a l l y  any income be fo re  government 
a c t i o n  should i n c lu d e  such i n d i r e c t  t a x  payments as t h e  c o rp o ra te  t a x ,  
bus iness  t a x ,  and even the  r e t a i l  s a l e s  and e x c i s e  t a x .  In f a c t ,  a l l  
t h e  s t u d i e s  su rveyed,  excep t  G i l l e s p i e ' s  ba se ,  which inc luded  th e  p u b l i c  
s e c t o r  (so t h a t  t ax e s  were deduc te d ) ,  a l l o c a t e d  a t  l e a s t  a c e r t a i n  pe r ­
centage  o f  t h e  c o rp o r a te  t a x  t o  t h e  income measure.  Browning, H e r r i o t  
and M i l l e r ,  Pechman and Okner, and th e  Tax Foundat ion imputed o t h e r  i n ­
d i r e c t  t axes  to  t h e i r  income bases .  The problem w i th  t h i s  procedure ,  
however, i s  t h a t  t h e  inc ide nce  assumptions which a ss igned  t h e  burdens o f  
t h e  i n d i r e c t  t ax e s  become p a r t  o f  t h e  income base which i s  then  used t o  de­
f i n e  i n c id e n ce .  A s i m i l a r  dependence occurs  when general  government bene­
f i t s  a r e  added t o  t h e  income base.  G i l l e s p i e ,  i n  h i s  ad ju s t e d  broad income 
measure,  and Musgrave e t .  a l .  i n  t h e  1974 s tudy  a t tempted t h i s  d e r i v a t i o n .
The i n c l u s i o n  o r  exc lus ion  o f  o t h e r  i tems in  t h e  va r ious  income 
bases  can no t  be r e l i a b l y  compared because o f  e i t h e r  t h e  use o f  d i f f e r e n t  
d e f i n i t i o n s  o r  t h e  l a c k  o f  a s u f f i c i e n t l y  d e t a i l e d  d e s c r i p t i o n  o f  t h e
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income base in  t h e  pub l i shed  work. However, i t  would seem s a fe  t o  assume 
t h a t  imputed i tems not  s p e c i f i c a l l y  ment ioned were no t  added to  t h e  o r i g i ­
nal  c u r r e n t  money base used.  These i t e m s ,  such as imputed i n t e r e s t  from 
t h e  s e r v i c e s  o f  banks and o t h e r  f i n a n c i a l  i n t e r m e d i a r i e s ,  imputed i n t e r e s t  
from i n s u r a n c e ,  g i f t s  and b e q u e s t s ,  r e g u l a r  monetary c o n t r i b u t i o n s ,  and 
c e r t a i n  lump-sum payments,  do n o t ,  in  g e n e r a l ,  r e p r e s e n t  a l a r g e  p o r t i o n  
o f  any income base.  Also,  none o f  t h e  s t u d i e s  surveyed (with t h e  p o s s i b l e  
e x c ep t ion  o f  G i l l e s p i e )  inc luded  t h e  income from persons l i v i n g  in  i n s t i ­
t u t i o n a l i z e d  o r  group s i t u a t i o n s .  The income earned by pension funds 
and c e r t a i n  n o n - p r o f i t  o r g a n i z a t i o n s  was l i k e w i s e  om it ted  from t h e  f a m i l y ,  
income base measure used.
F i n a l l y ,  s i n c e  W iscons in ' s  income measure was de r ived  from income 
t a x  r e t u r n s  and then  a d j u s t e d ,  t h e  c om pa rab i l i ty  o f  t h a t  measure w i th  
o t h e r s  i s  d i f f i c u l t  t o  ana lyze .  An a l t e r n a t i v e  income base f o r  Wiscons in,  
however, was t h e  d e f i n i t i o n  o f  fami ly  money income a f t e r  t h e  deduct ion  
o f  f e d e r a l  t a x e s .  Musgrave, i n  h i s  Michigan s tu d y ,  a l s o  noted th e  pos­
s i b l e  b e n e f i t  o f  exp re s s in g  t h e  in c id e n ce  o f  s t a t e  t ax e s  and b e n e f i t s  
accord ing  to  an income base t h a t  excluded f e d e r a l  t a x e s .  In t h i s  way, 
s t a t e  t a x  inc id e n ce  can be r e l a t e d  to  t h e  a b i l i t y  t o  pay s t a t e  t a x e s .
CHAPTER V
SELECTION OF ALTERNATIVE INCOME BASES
The purpose o f  t h i s  s t u d y ,  as s t a t e d  e a r l i e r ,  i s  t o  de te rmine  
t h e  i n c ide nce  o f  t h e  r e t a i l  s a l e s  t a x  f o r  one s t a t e —s p e c i f i c a l l y  Oklahoma. 
To accomplish t h i s  g o a l ,  a genera l  e q u i l i b r i u m  model i s  p r e s e n t e d ,  and 
t h e  t a x  i s  approached from both t h e  uses and t h e  sou rces  s id e s  o f  t h e  
income e q ua t ion .  Tax in c ide nce  i s  an i n co m e - re la t ed  measure;  i t  a c t u a l l y  
exp res ses  t h e  p e rcen tage  o f  a house h o ld ' s  income t h a t  i s  used t o  pay 
a c e r t a i n  t a x .  As a r e s u l t ,  t h e  income base  used can i n f l u e n c e  whe ther  
a t a x  i s  viewed as p r o p r o t i o n a l , p r o g r e s s iv e  o r  r e g r e s s i v e .  S ince  the  
i n c id e n ce  p a t t e r n  i s  de termined by comparing t h e  t a x  burden o f  average 
households  f o r  va r io u s  income l e v e l s ,  i t  i s  neces sa ry  t h a t  t h e  p e r t i n e n t  
income components a r e  a v a i l a b l e  f o r  t h e  income groups s e l e c t e d .  In a d d i ­
t i o n ,  i n  o r d e r  t o  employ Browning's s o u r c e s - o r i e n t e d  model ,  household 
income must be expre ssed  acco rd in g  t o  f a c t o r  d i s t r i b u t i o n —i i : e . , whether  
i t  i s  ob ta in e d  from wages,  c a p i t a l ,  t r a n s f e r s ,  e t c .  All o f  t h e s e  con­
s i d e r a t i o n s  a f f e c t  t h e  a c tu a l  income base chosen.
Income b r a c k e t s  i n  t a x  i n c id e n c e  s t u d i e s  g e n e r a l l y  r e f e r  t o  money 
income o f  a f am i ly  o r  i n d iv i d u a l  e a rn ing  u n i t .  L o g i c a l l y ,  t h i s  seems 
c o r r e c t ,  f o r  t axes  must be paid  w i th  t h e  money a v a i l a b l e  t o  each house­
hold u n i t .  Sources such as t h e  Census and I n t e r n a l  Revenue S e rv ic e  
d i v i d e  income from va r io u s  sources  acco rd in g  t o  income b r a c k e t s — but  i n
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re c e n t  y e a r s ,  only t h e  Consumer Expendi ture  Survey , ( h e r e a f t e r  r e f e r r e d  
t o  as t h e  CES) conducted in  1972-1973 by th e  Bureau o f  Labor S t a t i s t i c s , ^  
but g e n e ra l l y  u t i l i z i n g  Census d e f i n i t i o n s  regard ing  income, has provided 
th e  ex te n s iv e  breakdown o f  consumer expend i tu res  by income d i s t r i b u t i o n ,  
which i s  in fo rm at io n  needed t o  e s t im a te  t h e  r e t a i l  s a l e s  t a x  burden in  
t h e  t r a d i t i o n a l  manner. The CES a l s o  c l a s s i f i e s  income by source  and 
provides  o t h e r  impor tan t  r e l a t e d  i n fo rm a t io n ,  such as changes i n  f i n a n ­
c i a l  a s s e t s  and l i a b i l i t i e s ,  f o r  t h e  va r ious  income c l a s s e s .  As a r e ­
s u l t  o f  t h e  a v a i l a b i l i t y  o f  t h i s  in fo rm a t io n ,  1973 i s  the  base y e a r  
chosen f o r  t h e  p r e s e n t  s tudy .
Because t h e  CK hot  only gives  t h i s  d e t a i l e d  i n fo rm a t ion  f o r  
th e  n a t io n  as a whole,  but  a l s o  f o r  each o f  the  f o u r  major  r e g i o n s ,  i t s  
d e f i n i t i o n  o f  family money income befo re  t axes  prov ides  the  i n i t i a l  i n ­
come base f o r  t h i s  s tudy  on t h e  inc idence  o f  Oklahoma's r e t a i l  s a l e s  
t a x .  Moreover, i t  i s  t h i s  measure t h a t  determines  t h e  placement  o f  a 
household o r  consumer u n i t  w i t h in  an income b rac ke t .  In  g e n e r a l ,  t he  
CES included t h e  c i v i l i a n  n o n i n s t i t u t i o n a l  popu la t io n ,  a l though members
o f  t h e  Armed Forces l i v i n g  o u t s i d e  t h e  m i l i t a r y  i n s t a l l a t i o n  and a few
2
minor  groups l i v i n g  in  bus iness  q u a r t e r s  were a l so  measured.
The consumer o r  household u n i t  i s  de f ined  by t h e  CES as (1) a
The s t a t i s t i c s  f o r  t h e  South used in  t h i s  s tudy  a r e  a c t u a l l y  
ob ta ined  from f o u r  s e p a r a t e  b u l l e t i n s :  U.S. Department o f  Labor ,  Bureau 
o f  Labor S t a t i s t i c s ,  Consumer Expendi ture  Survey: Diary Survey,  J u ly  
1972-June 1974, B u l l e t in  1959 (1977);  In te rv iew Survey 1972-73, Bul le -  
t i n  1985 (1978);  I n t e g r a t e d  Diary and In te rv iew Survey Data .  1972-73, 
B u l l e t i n  1992 (1978);  In te rv iew  Survey,  1972-73, B u l l e t i n  1979 (1978) .
2
For a d e t a i l e d  d e s c r i p t i o n  o f  coverage and income d e f i n i t i o n s ,  
see Consumer Expendi ture Survey: Diary Survey,  J u ly  1972-June 1974. 
pp. 6-7.
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group o f  two o r  more p e r s o n s ,  u s u a l ly  l i v i n g  t o g e t h e r ,  who pool income 
and sha re  major  expenses;  o r  (2) a f i n a n c i a l l y - i n d e p e n d e n t  i n d iv idua l  
(a l though neve r-marr i ed c h i l d r e n  l i v i n g  w i th  pa ren t s  a r e  cons ide red  a 
member o f  t h e  core  consumer u n i t . )  Family income i s  d e f in e d  as t h e  com­
bined income earned by a l l  f am i ly  members 14 y e a r s  o f  age and over .  This 
comprises  wages and s a l a r i e s ,  inc lu d in g  t i p s ,  bonuses ,  and o t h e r  forms 
o f  monetary compensation r ece ived  f o r  work done;  ne t  income from b u s in e s s ,  
p r o fe s s io n a l  p r a c t i c e ,  o r  farms;  d iv id e n d s ,  ne t  r e n t a l  income, i n t e r e s t ,  
and income from e s t a t e s  and t r u s t s ;  s o c i a l  s e c u r i t y ,  w e l f a r e  and o t h e r  
p u b l i c  a s s i s t a n c e  payments,  inc lud ing  t h e  va lue  o f  food stamps ne t  o f  
c o s t ;  government p e ns ions ,  a limony,  and o t h e r  money income rece ived  p e r io d ­
i c a l l y  o r  r e g u l a r l y  r e g a r d l e s s  o f  t h e  source .
Procedure f o r  Obta in ing  Oklahoma's Family Money Income
Because t h e  CES's d e f i n i t i o n s  o f  popu la t io n ,  consumer u n i t ,  and 
family  income d i f f e r  i n  vary ing  degrees  from th o se  o f  o t h e r  government 
sou rces  ( see  t h e  d i s c u s s io n  on E x i s t i n g  Income Measures i n  Chapter IV),  
t h e  e s t im a t io n  o f  an approximate 1973 income t o t a l  and income d i s t r i b u t i o n  
f o r  Oklahoma involved making severa l  assumptions.  Oklahoma's o v e ra l l  
mean o r  pe r  c a p i t a  income has t r a d i t i o n a l l y  been s l i g h t l y  below t h e  average 
f o r  t h e  South,  but  by comparing 1970 Census d i s t r i b u t i o n s  o f  1969 income, 
f o r  both Oklahoma and t h e  South,  t h e  d i f f e r e n c e  seems t o  be exp la ined  
by Oklahoma having a l a r g e r  p ropo r t ion  o f  consumer u n i t s  w i th  lower i n ­
comes. Thus,  t h e  mean income es t ima ted  f o r  each income b r a c k e t  by the  
CES f o r  t h e  Southern reg ion  w i l l  be main ta ined f o r  t h i s  s t u d y ,  but  an 
a p p ro p r i a t e  income d i s t r i b u t i o n  f o r  Oklahoma i s  neces sa ry .
To o b ta in  a r e a l i s t i c  income d i s t r i b u t i o n ,  a co rre spond ing t o t a l
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fami ly  money income m ea s u re , fo r  Oklahoma must f i r s t  be de te rmined .  This 
was done by fo l low ing  th e  procedure  used by Musgrave and D a ico f f  i n  t h e i r  
Michigan s tudy .  Tota l  money income f o r  t h e  South as  d e f ine d  by the  
CES -  In te rv iew  Survey was compared t o  t o t a l  persona l  income f o r  t h e  r e ­
gion as r e p o r t e d  by t h e  Survey o f  Current  Business in  1973.^ Personal  
income i s  t h e  l a r g e r  o f  t h e s e  two measures  f o r  i t  i n c lu d e s  c e r t a i n  non­
money income, as wel l  as a l l  types  o f  money income. (See t h e  d e t a i l e d  
d i s c u s s io n  i n  Chapter  IV.)  I f  Oklahoma's money income i s  assumed to  
be t h e  same p r o p o r t i o n  o f  persona l  income as t h a t  o f  t h e  South ,  then 
Oklahoma's t o t a l  money income should equal $8,845 m i l l i o n  f o r  1973.^
I t  must be recognized t h a t  t h i s  income r e l a t i o n s h i p  between money 
and pe rsona l  income might  be low, e s p e c i a l l y  s in c e  the  CES p r ese n ted  
income averages f o r  a two-year  pe r io d .  Thus,  t h e  a c tu a l  t im e ,  as  wel l 
as t h e  method, o f  income measurement d i f f e r e d ,  bu t  t h e  o v e r a l l  a n a ly s i s  
should not  be a f f e c t e d .  Moreover, a s i m i l a r  money income t o t a l  f o r  Oklahoma 
i s  o b ta ined  u s ing  a comparison o f  mean incomes f o r  Oklahoma and th e  South,  
as r e p o r t e d  i n  t h e  1970 Census. Oklahoma's mean income f o r  1969 f o r  
f a m i l i e s  and u n r e l a t e d  i n d i v i d u a l s  was 94.2 p e r  c e n t  o f  t h e  mean income 
in  t h e  South.  Applying t h i s  same percen tage  t o  t h e  CES average family  
income be fo re  t a x e s  i n  t h e  Sou th ,  and assuming 920,000 consumer u n i t s  
i n  Oklahoma in  1973, t o t a l  fami ly  income be fo re  t axe s  i n  Oklahoma f o r
3
Richard A. Musgrave and Darwin W. D ia c o f f ,  "Who Pays t h e  Michigan 
Taxes? i n  Michigan Tax Study:  S t a f f  Papers (Lansing,  Michigan:  1958) ,
pp. 161-166.
^U.S. Department  o f  Commerce, Bureau o f  Economic A n a ly s i s ,  "S ta t e  
Personal  Income, 1974-75," Survey of  Cur ren t  Business  (August 1976).
^1973 CES Money Income-South $227.6 b i l l i o n  _ .
SCB 1973 Personal  Income-South $297.8 b i l l i o n  Per  cen t
X Oklahoma's 1973 pe rsona l  income ($11,573 m i l l i o n )  =
Oklahoma's money income = $8,845 m i l l i o n
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1973 would equal  $9,134 m i l l i o n .  This  i s  only 3.3 pe r  cen t  h igher  than  t h e  
above $8,845 m i l l i o n  e s t im a te  f o r  Oklahoma money income and would c e r t a i n l y  
p rov ide  a r e a l i s t i c  income range.
Another t o t a l  e s t im a te  needed i s  t h e  number o f  consumer o r  f am i ly  
u n i t s  i n  Oklahoma in  1973. This  f i g u r e  i s  perhaps t h e  l e a s t  exac t  o f  
a l l  e s t i m a t e s  made, because o f  t h e  va ry ing  d e f i n i t i o n s  f o r  consumer u n i t s .  
Depending on whether  t o t a l  popu la t ion  i s  compared to  t h e  number o f  con­
sumer u n i t s ,  and then  extended f o r  reg ion  o r  s t a t e —or  whether  t h e  number 
o f  consumer u n i t s  in  Oklahoma i s  e s t im a ted  f o r  1973, based on Census 
d a ta  which d e f in e s  Okalhoma's consumer u n i t s  as a pe rcen tage  o f  t hose  
i n  t h e  South o r  n a t i o n ,  t h e  e s t im a ted  number o f  consumer u n i t s  in  Oklahoma 
i n  1973 can va ry  from 883,000 t o  957,000.  Because o f  t h e s e  d i f f e r e n c e s ,  
an average o f  920,000 fam i ly  u n i t s  in  Oklahoma i n  1973 was e s t a b l i s h e d ,  
and income d i s t r i b u t i o n s  were based on t h i s  t o t a l .
The d i s t r i b u t i o n  o f  households  among vary ing  income b r a c k e t s  
i n  Oklahoma i s  provided only  by t h e  Census and t h e  I n t e r n a l  Revenue S e rv ic e  
reports® on in d iv id u a l  r e t u r n s  f i l e d .  The now-annual I n t e r n a l  Revenue 
r e p o r t s  supply in fo rm a t ion  f o r  both 1969 ( the  y e a r  r ep o r t ed  i n  t h e  1970 
Census) and 1973 ( th e  y e a r  f o r  t h i s  s t u d y ) ;  Corresponding i n c o m e - d i s t r i b u -  
t i o n  d a ta  a re  a l so  provided by t h e  1RS and t h e  1970 Census f o r  t h e  South 
and t h e  United S t a t e s .  Moreover, income d i s t r i b u t i o n  f o r  t h e  South and 
n a t io n  i s  p r e se n ted  in  t h e  1973 Curren t  Popu la t ion  R epor t ,^ as we l l  as
^ I n t e r n a l  Revenue S e r v i c e ,  Ind iv id u a l  R e t u r n s / I 973 (Washington,  
D.C. :  1976).
' u . S .  Department o f  Commerce, Bureau o f  t h e  Census,  Consumer 
Income: Money Income in  1973 o f  Famil ie s  and Persons i n  t h e  United S t a t e s ,  
Cur ren t  Popu la t ion  Repor ts ,  S e r i e s  P-60,  No. 97 (January 1975).  !
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i n  t h e  CES b u l l e t i n s .
In o r d e r  to  ob ta in  an a p p ro p r i a t e  income d i s t r i b u t i o n  f o r  t h e  
920,000 household o r  consumer u n i t s  in Oklahoma in  1973, severa l  methods 
were t r i e d ,  but  t h e  fol lowing  procedure was adopted as t h e  most r e a l i s t i c .  
Both t h e  1970 Census o f  Popula t ion  d e t a i l i n g  1959 income in fo rm at io n  
and t h e  Current  Popula t ion Report  r egard ing  consumer income in  1973 pro­
v ided income d i s t r i b u t i o n s  f o r  t h e  South reg ion .  As th es e  s tu d i e s  were 
a p roduc t  o f  t h e  Bureau o f  t h e  Census, t h e  d e f i n i t i o n s  o f  fami ly  u n i t  
and money income were s i m i l a r .  The percen tage  change i n  the  number o f  
f am i ly  u n i t s  and un re l a te d  i n d iv i d u a l s  between 1969 and 1973 in  t h e  South 
was computed. The d i f f e r e n c e  between th e  1973 t o t a l s  f o r  each income 
b r a c k e t ,  as r epo r ted  in  t h e  Current  Popula t ion  R e po r t , and the  number 
o f  consumer u n i t s  i n  each b racke t  in  t h e  Bureau o f  Labor S t a t i s t i c s '
CES was a l s o  noted .  (The number o f  u n i t s  not  r e p o r t i n g  income in  the  
CES was d i s t r i b u t e d  among t h e  two lower income b r a c k e t s ,  i n  a manner 
c o n s i s t e n t  wi th  t h e  es t imated  mean income o f  t h e s e  u n i t s . )
By assuming t h a t  t h e  change i n  t h e  r e p r e s e n t a t i o n  o f  Oklahoma 
fami ly  u n i t s  between 1969 and 1973 fol lowed a p a t t e r n  s i m i l a r  t o  t h a t  
o f  t h e  South,  Oklahoma's 1969 Census income d i s t r i b u t i o n  was updated 
t o  1973. The small d i f f e r e n c e  between t h e  t o t a l  number o f  consumer u n i t s  
ob ta ine d  i n  t h i s  manner and t h e  920,000 assumed consumer u n i t s  was e l i m i ­
nated  by a d j u s t i n g  th e  consumer un i t  t o t a l s  t h a t  seemed to  vary s i g n i -
8f i c a n t l y  from o t h e r  d i s t r i b u t i o n s .  The consumer u n i t  d i s t r i b u t i o n  and 
t h e  r e s u l t i n g  income t o t a l s  f o r  Oklahoma in 1973 a re  given in  Table  V-1.
In t h i s  c a se ,  t h e  1,911 u n i t  d e f i c i t  was assigned to  t h e  $5000- 
$5999 income b r a c k e t ,  which, when using th e  above pe rcen tage  change a d j u s t ­
ment,  r e s u l t e d  i n  a 1o w e r - t h a n -a n t i c i pated t o t a l .
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TABLE V-1
ESTIMATED CONSUMER UNITS AND INCOME DISTRIBUTION 
BY FAMILY MONEY INCOME BRACKETS, OKLAHOMA, 1973
Income
Bracket
(dollars)
Number of 
Consumer Units 
in Oklahoma
Percentage Mean Total
Distribution Money Income
of Consumer Units Income (000)
Under 3,000 205,011 22.3 $ 1,756 $ 359,999
3,000-3,999 72,234 7.9 3,489 252,024
4,000-4,999 55,800 6.1 4,489 250,486
5,000-5,999 44,514 4.8 5,483 244,070
6,000-6,999 52,073 5.7 . 6,490 337,954
7,000-7,999 47,672 5.2 7,502 357,635
8,000-9,999 92,704 10.1 8,951 829,794
10,000-14,999 171,976 18.7 12,355 2,124,763
15,000-24,999 136,636 14.9 18,857 2,576,545
25,000 and over 41,380 4.5 40,860 1,690,787
Total(or average) 920,000 100.0 $ 9,809 $9,024,057
Mean income is the amount for each bracket according to the 
Consumer Expenditure Survey; Interview Survey, 1972-73, 
Bulletin 1985, pp. 461-462.
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The t o t a l  money income t h a t  r e s u l t e d  using th e  e s t im a ted  income d i s ­
t r i b u t i o n  f o r  Oklahoma was $9 ,024 .1  m i l l i o n .  This i s  on ly  2 .0  pe r  c e n t  
h igher  than  t h e  o r i g i n a l  $8,845 m i l l i o n  t o t a l  income e s t i m a t e ,  and r e p r e s e n t s  
a r e a s o n a b le  v a r i a n c e .  Moreover, t h e  d i s t r i b u t i o n  i s  ve ry  s i m i l a r  t o  t h a t  
ob ta ined  by comparing th e  number o f  i n d iv i d u a l  Oklahoma income t a x  r e t u r n s  
d i s t r i b u t e d  accord ing  to  the  s i z e  o f  a d ju s t e d  gross  income f o r  1959 and 1973.
When us ing  t a x  r e t u r n s ,  however, i t  must be recognized t h a t  c e r ­
t a i n  types  o f  i n c o m e s - - e s p e c i a l l y  s o c i a l  s e c u r i t y  and some o t h e r  govern­
ment and p r i v a t e  t r a n s f e r s - - a r e  not  in c luded  in  a d ju s t e d  gross  income.
Some fam i ly  o r  consumer u n i t s  may f i l e  s e p a r a t e  r a t h e r  than  j o i n t  r e t u r n s ,  
a procedure t h a t  b e n e f i t s  those  coup les  where both husband and w i fe  have 
above-average ea rn in g s .  I t  i s  a l s o  assumed t h a t  t h e  e xc lu s ion  o f  c e r t a i n  
t r a n s f e r  income r e s u l t s  in  an u n d e r r e p o r t in g  in  t h e  lower income b r a c k e t s ,  
a l though  th e  a v a i l a b i l i t y  o f  t a x  c r e d i t s  in  r e c e n t  y e a r s  has reduced 
t h i s  b i a s .  Another c o n s id e r a t i o n  t h a t  would i n c r e a s e  t h e  number o f  r e ­
t u r n s  in  t h e  un d e r -$3000 b rac k e t  i s  t h a t  minors w i th  non-wage income above 
a $600 minimum must f i l e  t a x  r e t u r n s ,  even though no t a x  i s  due and o t h e r  
s t u d i e s  would s imply inc lu d e  t h e s e  minors as  p a r t  o f  t h e  f am i ly  u n i t .
Although i t  i s  not  known how t h e s e  va r ious  requirements  a f f e c t  t h e  o v e r ­
a l l  income d i s t r i b u t i o n  o f  f am i ly  u n i t s ,  i t  seems l o g i c a l  t h a t  any d i s t r i ­
bu t ion  o f  consumer u n i t s  f o r  a s t a t e  should have a t  l e a s t  as  many u n i t s  
in  the  h ighe r  income b rac k e ts  as  r e p o r t ed  by t h e  I n t e r n a l  Revenue 
S e r v i c e  f o r  t h a t  y e a r .  Oklahoma's d i s t r i b u t i o n  in  Table  V-2 meets 
t h i s  r equ i rem en t ,  w i th  349,992 consumer u n i t s  w i th  $10,000 and more 
income, compared to  321,151 Oklahoma t ax  r e t u r n s  r e p o r t i n g  a d ju s t e d  
g ross  income o f  $10,000 or  more in  1973. (See Table  V-2) .
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TABLE V-2
INCOME TAX RETURNS BY SIZE OF ADJUSTED 
GROSS INCOME, OKLAHOMA, 1969 AND 1973
1969 1973
Size of 
Adjusted 
Gross Income 
(dollars)
Number of 
Returns D
Percent Number of 
istribution Returns
Percent
Distribution
Under 3,000 276,173 31.5 228,700 24.5
3,000- 3,999 72,607 8.3 71,539 7.7
4,000- 4,999 53,867 6.1 46,107 4.9
5,000- 5,999 56,136 6.4 61,532 6.6
6,000- 6,999 62,589 7.1 42,198 4.5
7,000- 7,999 47,568 5.4 48,614 5.2
8,000- 9,999 107,938 12.3 112,653 12.1
10,000-14,999 137,175 15.6 166,884 17.9
15,000-24,999 47,849 5.4 114,239 12.3
25,000 and over 14,961 1.7 40,028 4.3
Total 876,863 100.0 932,494 100.0
SOURCE: Internal Revenue Service, Individual Income Tax Returns:
Statistics iof Income, 1969-Table 5--2, p. 225; Statistics of Income,
1973- Table 5^, p. 170.
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Broad Income Measure
Although fam i ly  money income as de f ined  by t h e  CES i s  perhaps 
t h e  b e s t  measure t o  use when de te rm in ing  t h e  i nc idence  o f  a t a x ,  t h e r e  
i s  t h e o r e t i c a l  s u ppo r t  f o r  us ing  a b roader  d e f i n i t i o n  o f  income; The 
advocates  o f  t h i s  measure contend t h a t  i t  i s  t h e  o v e ra l l  ne t  worth o f  
an i n d iv i d u a l  o r  f am i ly  t h a t  must be used to  de te rmine  t h e  burden o f  
t a x a t i o n .  Thus, i n  a d d i t i o n  t o  money income, such non-money va lues  as 
r e n t a l  v a lu e  o f  an owned home, home-produced goods,  pensions and o t h e r  
non-monetary c o n t r i b u t i o n s  made be employers ,  and o t h e r  goods and s e r v i c e s  
r ec e ive d  w i th o u t  d i r e c t  expense must be imputed t o  each consumer u n i t .  
Moreover,  both r e a l i z e d  and accrued c a p i t a l  ga ins  and f i d u c i a r y  income 
must be d i s t r i b u t e d .  The r e s u l t i n g  amount shou ld  prov ide  an income t o t a l  
c l o s e  t o  t h a t  provided  by t h e  persona l  income e s t im a te s  i n  t h e  Survey o f  
Cur ren t  B us ine ss . Because t h e  broad measure o f  income i s  l a r g e r  than  
money income f o r  a l l  income b r a c k e t s ,  t h e  r e l a t i v e  burden o f  any t a x  
w i l l  be l e s s .
The computat ion o f  t h e  broad income measure i s  shown in  Table  
V-3 and i t s  accompanying l i n e  e x p la n a t io n .  The format fo l lows  c l o s e l y  
t h e  procedure  used by Browning and Johnson,  who d e f i n e  b e f o r e - t a x ,  a f t e r -  
t r a n s f e r s  (BTAT) income,^ i n  o r d e r  t o  a l l o c a t e  s a l e s  t a x e s  on t h e  sources  
s i d e  o f  t h e  income e q ua t ion .  The income measure e s t a b l i s h e d  i n  Table
V-3 s e p a r a t e s  income sources  among f a c t o r  ( l a b o r  and c a p i t a l )  and t r a n s ­
f e r  income.
Added to  t h e  gross  wages r epo r ted  as money income in  t h e  CES
Edgar K. Browning and Will iam R. Johnson,  The D i s t r i b u t i o n  o f  
t h e  Tax Burden (Washington, B.C. :  American E n t e r p r i s e  I n s t i t u t e  f o r  
Pub l ic  P o l ic y  Research ,  1979) ,  p. 47.
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15 Otht*r ooney r e e e lp ta 91 60 ICO 142 164 227 226 156 228 404
16 S u b - to ta l 1,366 1 ,910 1,671 1,603 1,552 1,462 1,455 1,104 1,162 2,112 1,417 1 ,3 0 4 .0 3 5
17 8 # fo re - ta v ,A f te r  c ra n a fo r
«2,473 «4,297 *5,456 «6,636 «7,762 «8,981 «10,591 «14,411 «21.810 «48,674 « U .7 1 0 1 0 ,773 ,243
I B P er c e n t f a c to r  locona 44 .8 5 5 .6 69 .4 7 5 .8 60.0 83.7 8 6 .3 92 .3 94.7 9 5 .7 « 7 .9 87.9
3.9 P er c e n t  c ra n s fo r  income 55.2 44 ,4 3 0 ,8 2 4 .2 20 ,0 1 6 .3 13.» 7 ,7 5 .3 •1.3 1 2 .1 12 ,1
8
Sourest So# io d lv ld u o l  l in o  oxplonotiono f o r  d o f lo i t l o a  and oourca o f  tncos*  OMoauroe»
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TABLE V-3 BEFORE-TAX, AFTER-TRANSFERS INCOME - Line Explanations
Line 1 - Average money income for the South according to the Bureau of
Labor Statistics, Consumer Expenditure Survey, Interview Survey, 
Bulletin 1985 (Washington, D.C.: 1978), pp. 461-462. The income
averages for Oklahoma are lower than those reported by the CES, 
since Oklahoma has a higher concentration of consumer units in 
the lower income brackets.
2 - CES, Interview Survey, Bulletin 1985, pp. 475-476.
3 - Estimated to equal 4.85 per cent of first $10,800 of taxable
wages. (Health benefit contributions, equalling 1.0 per cent, 
are included in line 14 under transfers.) Taxable wages are 
assumed to equal 90 per cent of gross wages, according to the 
coverage estimates in Musgrave and Musgrave. Public Finance in 
Theory and Practice, p. 682.
4 - Estimated to equal 1.5 per cent on first $4,200 of wages, again
considered to equal 90 per cent of gross wages. A 1.5 percentage
is used since it is the average of the 0.4 per cent and the 2.7 
per cent minimum and maximum rates applicable in Oklahoma in 
1973.
5 - CES, Interview Survey, Bulletin 1985, pp. 475-476.
7 - CES, Interview Survey, Bulletin 1985, pp. 477-478.
8 - Imputed rent is the estimated average monthly rental value of
owned homes for each income bracket as reported in CES, Interview 
Survey, Bulletin 1997, pp. 146-147, times 12.
9 - Using Survey of Current Business data for retained earnings for
1973 and Internal Revenue Service 1973 information on dividends, 
Oklahoma has .00646 per cent of the nation's dividends according 
to the 1RS. If this same percentage is applied to retained 
earnings y which are estimated to equal $22.6 billion in 1973 
according to the Survey of Current Business, then Oklahoma's 
share was $146 million after inventory valuation and capital 
consumption and credit allowances. Before these adjustments,
U.S. retained earnings according to the National Income accounts 
were $39,264 million, or $253.6 million in Oklahoma before 
adjustments. Retained earnings for Oklahoma are allocated 
according to the dividend distribution in the Internal Revenue 
Service, Individual Returns/1973, p. 15.
*The two starred brackets have been adjusted slightly to reflect 
more normal trends, but the overall total retained earnings is 
the same.
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TABLE V-3 Line Explanations (continued)
Line 10 - CBS, Interview Survey, Bulletin lS&5t pp. 477-478. Includes 
private pensions, one-half regular contributions, and the 
factor portion of other income, which includes net profits 
on sales of stocks, etc., refunds from insurance^ taxes, and 
other sources as described in CBS, Interview Survey, Bulletin
1985, p. 507.
12 - Factor income equals the sum of labor income ('Line 6) and
capital income (Line 11).
13 - Includes social security, government retirement, veterans and
unemployment payments, welfare and public assistance, one-half •
regular contributions, workmen's compensation, and the value
of food stamps, net of cost, as listed in CBS, In te rv iew
Survey, Bulletin 1985, pp. 477-478, and Bulletin 1997, pp. 210-211.
14 - Totals obtained from CES, Interview Survey, Bulletin 1997»
pp. 216-217, and includes health and hospitalization insurance, 
home-produced goods, etc.
15 - Listed in CES, Interview Survey, Bulletin 1985, pp. 479-480,
but is not included in the money income measure. Includes 
lump-sum inheritances, gifts, and other lump-sum receipts.
17 - Total of factor income (Line 12) and transfer income (Line I6).
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are  e s t im a ted  employer payments f o r  s o c i a l  s e c u r i t y  and unemployment 
i n su r a n c e .  The a d d i t i o n  o f  t h e s e  t a x  payments does not  c o n s t i t u t e  a 
doub le -coun t ing  o f  income, even though a c tu a l  s o c i a l  s e c u r i t y  and une 
employment payments a r e  i n c lu d e d  as  t r a n s f e r  income. In  c o n t r a s t  to  
p r i v a t e  pens ion f u n d s ,  where payments a r e  g e n e r a l l y  made from a s p e c i f i c  
fund e s t a b l i s h e d  by employer  and employee c o n t r i b u t i o n s ,  s o c i a l  s e c u r i t y  
and unemployment payments a r e  f in a n c e d  by t h e  c u r r e n t  income o f  govern­
ment. The employer and employee c o n t r i b u t i o n s  can thus  be cons ide red  
a t a x .  Although t h e r e  i s  some r e l a t i o n s h i p  between t a x e s  pa id  and the  
b e n e f i t s  r e c e i v e d ,  t h e  r e l a t i o n s h i p  has proved t o  be i n s i g n i f i c a n t .  Since 
a l l  employers  making r e g u l a r  wage payments must a l l o c a t e  s p e c i f i c  funds 
f o r  s o c i a l  s e c u r i t y  and unemployment t a x e s ,  t h e s e  payments a re  inc luded  
in  o v e r a l l  p r e - t a x  l a b o r  income f o r  t h e  average  f am i ly  u n i t .
Self-employment  income, as d e t a i l e d  i n  t h e  CES, i s  a l s o  cons id e red  
as l a b o r  income. This  income measure i n c lu d e s  ne t  income from p r i v a t e l y -  
owned bus in e s s e s  o r  p r o f e s s io n a l  p r a c t i c e s ,  as  wel l  as  n e t  income from 
p r iv a te ly -ow ned  farms.  Although p a r t  o f  t h i s  income undoubtedly r e f l e c t s  
a r e t u r n  on c a p i t a l  i n v e s t e d ,  i t  i s  assumed t h a t  most self-employment  
income i s  a r e s u l t  o f  t h e  l a b o r  o f  t h e  se lf -em ployed  i n d i v i d u a l .  Ac tua l ­
l y ,  when t h e  burden o f  t h e  s a l e s  t a x  i s  assumed t o  be t h e  same f o r  both 
l a b o r  and c a p i t a l  income ( t o t a l  f a c t o r  income),  i t  makes no d i f f e r e n c e  
how se lf-employment  income i s  c l a s s i f i e d .
As f o r  de te rm in ing  an expanded measure o f  c a p i t a l  income, t h e  
CES' s  ave rage  money income comprises t o t a l  i n t e r e s t ,  d i v id e n d s ,  n e t  r e n t ,  
e t c . ,  as well  as income from p r i v a t e  pens ions .  (Lines  7 and 10 i n  
Table  V-3 .)  In a d d i t i o n ,  o n e - h a l f  o f  t h e  r e g u l a r  c o n t r i b u t i o n s  in c luded
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in  the  Œ S ' s  money income measure and a p o r t i o n  o f  o t h e r  money income 
has been a l l o c a t e d  as c a p i t a l  income. Thus,  ne t  p r o f i t s  r ece iv ed  from 
t h e  s a l e  o f  c a p i t a l  a s s e t s ,  f i d u c i a r y  income, and occas iona l  money r e ­
funds a re  a c t u a l l y  provided by t h e  CES' s  c a p i t a l  income measure.  In 
a d d i t i o n ,  t h e  va lue  o f  annual r e n t  o f  owner-occupied housing,  ano the r  
form o f  c a p i t a l  income, i s  imputed using CES e s t i m a t e s .
In o r d e r  t o  e s t im a te  accrued c a p i t a l  g a i n s ,  which d e f i n e  t h e  
annual a d d i t i o n a l  va lue t o  an income u n i t  o f  c a p i t a l  a s s e t s  c u r r e n t l y  
owned, c o rp o r a te  r e t a i n e d  ea rn ings  a re  a l l o c a t e d  among each income c l a s s  
in  t h e  same manner as t h e  d i s t r i b u t i o n  o f  d iv id e n d s .  Retained ea rn ings  
are  a v a i l a b l e  i n  t h e  Survey o f  Current  Business  only f o r  the  n a t io n  in  
1973. Corporate  d iv id e n d s ,  however, f o r  both t h e  n a t io n  and Oklahoma, 
a re  provided by th e  1RS. Using t h i s  same s t a t e - n a t i o n a l  p r o po r t ion  as 
d iv idends  ( .646 per  c e n t ) ,  1973 r e t a i n e d  ea rn ings  a p p l i c a b l e  t o  Oklahoma 
befo re  adjustments  equal $253.6 m i l l i o n .  This t o t a l  i s  a l l o c a t e d  among 
income b rac ke ts  according to  t h e  d iv idend  d i s t r i b u t i o n  rep re s en te d  by 
t h e  1RS in d iv id u a l  r e t u r n s  o f  Oklahoma i n  1973. Then, by adding t h e s e  
r e t a i n e d  ea rn ings  e s t im a te s  p lus  imputed r e n t  t o  t h e  c a p i t a l  p o r t i o n  
o f  money income, t o t a l  c a p i t a l  income f o r  each income b racke t  can be 
o b t a ine d .
A c t u a l l y ,  an e s t im a te  f o r  i n d i r e c t  c a p i t a l  t ax e s  i s  needed to  
complete  a comprehensive income measure.  Thi s  a d d i t i o n  r e f l e c t s  t h e  
f a c t  t h a t  t hose  t axes  t h a t  a re  no t  s h i f t e d  forward a re  borne by s h a re ­
h o l d e r s ,  the reby  reducing th e  money income o f  t h e s e  i n d i v i d u a l s .  Con­
s e q u e n t l y ,  in  o r d e r  t o  a l l o c a t e  t h e s e  i n d i r e c t  t axes  among income b r a c k e t s ,  
conc lus ions  concern ing t h e i r  i n c idence  must be made. The major  i n d i r e c t
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t ax e s  on c a p i t a l  a re  t h e  f e d e r a l  and s t a t e  c o rp o r a t io n  income t a x e s ,  
and when involved in  bus iness  s i t u a t i o n s ,  t h e  p r ope r ty  t ax .
Browning and Johnson assumed t h a t  " the  ne t  o f  t a x  r a t e  o f  r e t u r n  
on a l l  types o f  c a p i t a l  w i l l  be equa l i zed  by the  flows o f  c a p i t a l  from
one use to  a n o t h e r  [ s o ]  a l l  c a p i t a l  income i s  reduced e q u a l ly
by t h e  amount o f  t axes  on c a p i t a l  i n c o m e . T h u s ,  they  a l l o c a t e d  c o r ­
po ra te  income t axes  and p r o p e r ty  t a x  as a p r opo r t ion  o f  ne t  c a p i t a l  i n ­
come. Musgrave, in  c o n t r a s t ,  was concerned w i th  adding only t h e  u n s h i f t e d  
p o r t i o n  o f  t h e  co rpo ra te  income t a x  to  t h e  broad income measure. In 
t h e  1958 Musgrave and D a ico f f  s t u d y ,  t h e  tw o - th i rd s  p o r t i o n  o f  t h e  t a x  
assumed to  be u n s h i f t ed  was d i s t r i b u t e d  accord ing  to  t h e  p a t t e r n  o f  d i v i ­
dend payments. There was no im pu ta t ion  o f  t h e  p r ope r ty  t a x  t o  the  income 
measure.  Although most o t h e r  in c id e n ce  s t u d i e s  fol lowed t h e  Musgrave 
procedure  and imputed only  t h e  c o rp o ra te  income t a x ,  va r ious  inc id e n ce  
assumptions a f f e c t e d  th e  a l l o c a t i o n  to  income.
Because t h e  d e te rm in a t io n  o f  t h e  i n c i d e n c e ,  and t h e  subsequent  
income a l l o c a t i o n ,  of  i n d i r e c t  t ax e s  on c a p i t a l  i s  beyond t h e  scope o f  
t h i s  s t u d y ,  t h e  imputa t ion  o f  t h e s e  t a x e s  w i l l  s imply not  be inc luded  
as  p a r t  of  broad c a p i t a l  income. In  t h a t  t h e s e  I n d i r e c t  t ax e s  a re  borne 
p r i m a r i l y  by c a p i t a l  owners ,  t h e  e f f e c t  o f  t h i s  exc lus ion  w i l l  be t o  
lower t h e  o v e r a l l  income o f  t h e  h igher  income b r a c k e t s ,  where c a p i t a l  
income i s  g r e a t e s t .  This  can thus a f f e c t  inc idence  a n a ly s i s  by reduc ing 
t h e  r e g r e s s i v e n e s s  or  i n c r e a s i n g  t h e  p r og re s s ive ne ss  o f  any o t h e r  t a x .
The combination o f  l a b o r  and c a p i t a l  income gives  f a c t o r  income 
b e fo re  t axes  and be fo re  t r a n s f e r s .  In a d d i t i o n ,  Browning, in  h i s
l ° I b i d . ,  p. 45.
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s o u r c e s - o r i e n t e d  s a l e s  t a x  inc ide nce  model,  proposed t h a t  e s t im a ted  s a l e s  
t a x  payments be included i n  t o t a l  f a c t o r  income. Since  Browning's model 
assumes t h a t  f a c t o r  income i s  reduced because o f  t h e  s a l e s  t a x ,  t h e  t a x  
burden should i n i t i a l l y  be included  in  broad income in  o rd e r  t o  provide  
a t r u e  b e f o r e - t a x  income measure.  However, here  t o o ,  when s a l e s  t ax  
in c id e n ce  i s  determined us ing  methods o t h e r  than  t h e  sou rc e s -on ly  model , 
inc ide nce  assumptions a f f e c t  t h e  amount o f  t a x  to  be added t o  income. 
Moreover,  when t h e  s a l e s  t a x  i s  a l l o c a t e d  accord ing t o  consumption,  i t  
has not  reduced th e  va lue  o f  f a c t o r  income--so i t  should not  be added 
i n to  t h e  income base.  S ince  the  o t h e r  i n d i r e c t  t axe s  have no t  been i n ­
cluded in  broad income, i t  seems c o n s i s t e n t  no t  t o  inc lude  an e s t im a te  
o f  s a l e s  and e x c i s e  t a x e s .
The f i n a l  computat ion to  be made in  o rd e r  t o  provide  a broad 
income measure i s  t o  add t h e  va lue  o f  money and in -k i n d  t r a n s f e r s  to  
f a c t o r  income. Although government t r a n s f e r s  a re  a c t u a l l y  f inanced  from 
t a x  revenue,  t h e  i n c l u s i o n  o f  t r a n s f e r s  in  t h e  broad-income measure does 
not  c o n s t i t u t e  doub le -coun t ing .  For one t h i n g ,  t r a n s f e r s  p rov ide  a s i g n i ­
f i c a n t  po r t i o n  o f  money income,  e s p e c i a l l y  f o r  low-income groups.  Even 
non-monetary t r a n s f e r s  add t o  t h e  o v e ra l l  s tanda rd  o f  l i v i n g  f o r  a house­
ho ld ,  and i t  i s  t h i s  broad-income base t h a t  i s  d e s i r e d  f o r  use i n  i n c i ­
dence a n a l y s i s .  Moreover , i f  s a l e s  t axe s  a r e  assumed to  be a l l o c a t e d  
according  t o  consumption e x p e n d i t u re s ,  t h e  t r a n s f e r  income c e r t a i n l y  
i s  used to  pay p a r t  o f  t h e  s a l e s  t a x  burden.
The average  va lu e  o f  most cash t r a n s f e r  payments by income group 
i s  provided by t h e  CES. In a d d i t i o n ,  an e s t ima ted  value o f  goods and 
s e r v i c e s  r ece iv ed  w i th o u t  d i r e c t  expense i s  a v a i l a b l e  in  t h e  CES, a l though
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I t  i s  not  included  i n  money income. Since t h i s  f i g u r e  i nc ludes  such 
t h in g s  as t h e  va lue  o f  home-produced goods,  i t  might  be argued t h a t  t h i s  
increment  i s  a p a r t  o f  f a c t o r ,  r a t h e r  than  t r a n s f e r ,  income. The same 
argument could be used in  r egards  to  t h e  e s t im a te  o f  o t h e r  money r e c e i p t s  
(Line 15 ) ,  which i s  inc luded  i n  t r a n s f e r  income. This  l a t t e r  f i g u r e  
inc ludes  such lump-sum i tems as i n h e r i t a n c e s  and g i f t s .  N e v e r th e le s s ,  
s in c e  t h e  o v e ra l l  va lue  o f  t h e s e  i tems i s  a s m a l l—but  r a t h e r  c o n s i s t e n t - -  
p ro p o r t io n  o f  t o t a l  income, t h e  a c tua l  a l l o c a t i o n  between f a c t o r  and 
t r a n s f e r  income should make l i t t l e  d i f f e r e n c e  in  any i n c id e n c e  conc lu s ions .  
Total  t r a n s f e r s  a re  given on Line 16 o f  Table  V-3 and when added t o  f a c t o r  
income prov ide  a genera l  e s t im a te  o f  average b e f o r e - t a x ,  a f t e r - t r a n s f e r s  
income. (Line 1 7 . )  This b e f o r e - t a x ,  a f t e r - t r a n s f e r s  (BTAT) income a v e r ­
age i s  a c t u a l l y  a broad measure o f  money income, incom e- in -k ind ,  and 
an imputed e s t im a te  o f  t h e  i n c r e a s e  in  n e t  wor th  f o r  t h e  t e n  income groups 
des ig n a t ed .
Another income measure t h a t  might  be meaningful  i s  money income 
a f t e r  f e d e r a l  t a x e s .  This  measure r e p r e s e n t s  t h e  d i s p o s a b l e  income a v a i l ­
a b le  t o  pay s t a t e  and loca l  t a x e s .  For a s tudy  such as t h i s  o f  t h e  
i nc ide nce  o f  a s t a t e  t a x ,  t h e  a f t e r - f e d e r a l  t a x  measure could be r e l e ­
v a n t ,  a l though he re  too t h e  q u e s t io n  o f  whe ther  to  inc lu d e  i n d i r e c t  t a x  
burdens in  t h e  income base must be cons ide red .  Moreover,  a l though 
f e d e r a l  income and p a y ro l l  t a x e s  can e a s i l y  be es t im a ted  f o r  each income 
b r a c k e t ,  t h e  average amount o f  c a p i t a l ,  p r o p e r t y ,  and o t h e r  f e d e r a l  t axes
paid by each income group i s  l e s s  c e r t a i n .
As a r e s u l t ,  only two income measures s h a l l  be used in  t h i s  s tudy .
The f i r s t  i s  money income f o r  each income group (Line 1 in  Table  V-3) as
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r ep o r t ed  by t h e  CES. The pr imary f u n c t io n  of  t h i s  measure i s  t o  e s t a b ­
l i s h  t h e  income d i s t r i b u t i o n  o f  Oklahoma's popu la t io n  in  1973 f o r  t h e
purpose o f  i n c idence  a n a l y s i s .  The second,  more comprehensive, and more 
importan t  income measure i s  b e f o r e - t a x ,  a f t e r  t r a n s f e r s  income f o r  each 
o f  t h e  income b r a c k e t s ,  ass igned  accord ing  to  money income f i g u r e s .  This 
base provides  a c o n s i s t e n t  means f o r  surveying th e  burden o f  t h e  s a l e s
t a x ,  r e g a r d l e s s  o f  t h e  inc idence  assumptions used.
CHAPTER VI
COMPUTATION OF OKLAHOMA'S SALES TAX INCIDENCE
The inc ide nce  o f  t h e  s a l e s  t a x  (or  any o t h e r  t a x )  i s  expressed  
as t h e  pe rcen tage  t h a t  the  p a r t i c u l a r  t ax  payment i s  o f  t h e  income base.  
The a c tu a l  amount o f  t axes  paid by a household in  any p a r t i c u l a r  income 
group depends,  t o  a g r e a t  e x t e n t ,  on whether i t  i s  assumed t h a t  t h e  t a x  
i s  s h i f t e d  forward t o  consumers,  backwards t o  t h e  f a c t o r s  o f  p roduc t ion ,  
o r  some combination o f  both.  Because o f  t h e  u n c e r t a i n t i e s  in  t h e  s h i f t ­
ing p rocess  o f  t h e  s t a t e  s a l e s  t a x ,  t h i s  s tudy  w i l l  exp lo re  severa l  a l ­
t e r n a t i v e s  i n  o r d e r  t o  reach  some conc lus ion concerning s a l e s  t a x  i n c i ­
dence.  (An econometr ic  model,  however, would be necessary  t o  de termine  
th e  s p e c i f i c  degree  o f  forward and backwards s h i f t i n g  r e p r e s e n te d  by 
th e  va r ious  models . )
T r a d i t i o n a l l y ,  when i t  has been assumed t h a t  s a l e s  t ax e s  a r e  
borne by consumers (on th e  uses  s id e  o f  t h e  income e q u a t i o n ) ,  t h e  i n c i ­
dence among t h e  d i f f e r e n t  income c l a s s e s  i s  r e g r e s s i v e .  The poorer  income 
groups a r e  assumed to  bea r  a l a r g e r  burden than the  w e a l t h i e r  income 
groups,  p r im a r i l y  because t h e  consumption t o  income r e l a t i o n s h i p  i s  
g r e a t e r  f o r  t hose  wi th  l e s s  income. Incidence  assumptions r ega rd ing  
s a l e s  t ax e s  paid by b u s in e s s e s ,  however, can modify t h e  t r a d i t i o n a l l y  
r e g r e s s i v e  p a t t e r n s .
Furthermore,  Edgar Browning, as noted e a r l i e r ,  has argued t h a t
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t h e  amount o f  t r a n s f e r  payments t h a t  a fami ly  r e c e iv e s  a f f e c t s  t h e  a c tua l  
inc id e n ce  o f  t h e  s a l e s  and e x c i s e  t a x ,  in  t h a t  any t a x  caus ing an i n c r e a s e  
in  t h e  p r i c e  l ev e l  w i l l  r e s u l t  i n  most t r a n s f e r  payments being a d ju s t e d  
upward acco rd in g ly .  Since  t r a n s f e r  payments r e p r e s e n t  a much l a r g e r  
p ro p o r t io n  o f  t o t a l  income f o r  lower,  r a t h e r  than h i g h e r ,  income groups,  
t h e  inc id e n ce  o f  t h e  s a l e s  t a x ,  when expressed as a p e rcen tage  o f  f a c t o r  
income,  i s  p r o g r e s s i v e .  Whether t h i s  r e l a t i o n s h i p  between t r a n s f e r s  
and a s a l e s  t a x  p r e v a i l s  in  a s p e c i f i c  s t a t e  a n a l y s i s ,  however, was ques ­
t i o n e d  in  Chapter  I I I .
In o r d e r  t o  f u l l y  a p p r e c i a t e  how inc id e n ce  c onc lus ions  depend 
on t h e  assumptions made, severa l  e s t im a te s  o f  t h e  s a l e s  t a x  in c id e n ce  
in  Oklahoma in  1973 w i l l  be c a l c u l a t e d .  I n i t i a l l y ,  t h e  i n c id e n c e  o f  
Oklahoma's s a l e s  t a x  i s  determined by t h e  t r a d i t i o n a l  u s e s - o r i e n t e d  method, 
bu t  using  e s t i m a t e s  o f  Oklahoma's ac tu a l  t a x a b l e  consumption as t h e  base.
In a d d i t i o n .  Browning's o r i g i n a l  model ,  using  both t h e  s o u rc e s -o n ly  p ro­
cedure and t h e  s o u r c e s - p l u s - u s e s - s i d e  a d a p t a t i o n ,  w i l l  be a p p l i e d .  Al­
though i t  i s  recognized t h a t  Browning's model has l i m i t e d  a p p l i c a t i o n  
f o r  a o n e - s t a t e  s tudy  w i th  e x i s t i n g  t a x  and w e l f a r e  sys tem s ,  t h e  p o s s i ­
b i l i t y  t h a t  w e l f a r e  a n d .o th e r  f ed e r a l  t r a n s f e r  payments could be made 
t h e  r e s p o n s i b i l i t y  o f  in d iv id u a l  s t a t e s  (and thus  c l o s e l y  r e l a t e d  t o  
s t a t e  t a x e s )  gives  Browning's hypo thes i s  some meaning in  s t a t e  t a x  i n c i ­
dence a n a l y s i s .  Moreover,  Browning's r e a l i z a t i o n  t h a t  f a c t o r  and t r a n s ­
f e r  payments may respond d i f f e r e n t l y  t o  t h e  im pos i t ion  o f  a t a x  i s  an 
impor tan t  c o n s i d e r a t i o n  whenever a t a x  i s  assumed t o  be s h i f t e d  backwards.
In a l l  t he  i n c idence  c a l c u l a t i o n s ,  i t  i s  recognized  t h a t  a por ­
t i o n  of  t h e  s a l e s  t a x  i s  paid by bus iness  and t h a t  t h e  e x i s t e n c e  o f  t h e
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fede ra l  o f f s e t  a f f e c t s  f i n a l  Inc idence ,  n d i f f e r e n t i a l  inc ide nce  a n a ly ­
s i s ,  s u b s t i t u t i n g  a p ro p o r t io n a l  s t a t e  income t a x  f o r  t h e  s t a t e  s a l e s  
t a x ,  and an e s t i m a t e  o f  s a l e s  t a x  burden i f  food were exempted from t h e  
base a re  d e t a i l e d  i n  Chapter  VII and p rovide  comparisons—so t h a t  some 
consensus can be de r ived  concern ing  t h e  o v e r a l l  e f f e c t  o f  t h e  r e t a i l  
s a l e s  t a x  i n  Oklahoma.
Tota l  s a l e s  t a x  r e c e i p t s  i n  Oklahoma i n  1973 were $115.5 m i l l i o n .  
This  revenue was ob ta ine d  from a 2 .0  pe r  cen t  t a x  r a t e  l e v i e d  on t h e  
g ross  r e c e i p t s  from t h e  s a l e  and r e n t a l  o f  t a n g i b l e  pe rsona l  p r o p e r t y ,  
and from t h e  p r o v i s io n  o f  c e r t a i n  s e r v i c e s .  S a l e s  o f  a l l  pe rsona l  p r o p e r ty  
are  t a x e d ,  un less  s p e c i f i c a l l y  exempted by law. (Major exemptions i n c lu d e  
s a l e s  o f  motor  v e h i c l e s ,  g a s o l i n e ,  c i g a r e t t e s ,  and o t h e r  i tems which 
a re  taxed  by s p e c i f i c  e x c i s e s ,  as wel l  as c e r t a i n  a g r i c u l t u r a l  exempt ions . )  
In g e n e r a l ,  most o f  t h e  taxed  goods and s e r v i c e s  a r e  purchased by house­
ho ld s ,^  bu t  as noted in  Chapter  I I I  on Adjus tments ,  a p a r t  o f  t h e  s a l e s  
t a x  i s  pa id  by b u s in e s s e s .  Business t a x e s ,  when recognized  by i n c id e n c e  
s t u d i e s ,  have g e n e r a l l y  been t r e a t e d  in  a s i m i l a r  manner as a c o s t  t a x .
In any c a s e ,  t h e  i n c idence  i s  d i f f e r e n t  than  t h a t  r e f l e c t e d  by t h e  house­
hold p o r t i o n  o f  t h e  s a l e s  t a x .  Thus, i t  w i l l  be t r e a t e d  s e p a r a t e l y  l a t e r  
in  t h i s  c h a p te r .
By using  t h e  breakdown o f  bus iness  c l a s s e s  r e p o r t i n g  s a l e s  t a x  
c o l l e c t i o n s  provided in  t h e  Oklahoma S t a t e  Sa les  Tax C o l l e c t i o n s  Report
1
A p o r t i o n  o f  t h e  s a l e s  t a x  i s  undoubtedly expor ted t o  t o u r i s t s  
f o r  food and lo dg ing ,  but  t h e  a c tua l  amount i s  r e l a t i v e l y  s m a l l ,  (about  
1.2 per  cen t  o f  t h e  t o t a l  s a l e s  t a x  revenue) .  This  f r a c t i o n  was ob ta in e d  
by e s t i m a t in g  t h a t  t o u r i s t s  from o t h e r  s t a t e s  provided about  15 pe r  c e n t  
o f  t h e  $9.2 m i l l i o n  i n  1973 t a x  revenue rece ived  from r e s t a u r a n t s ,  h o t e l s ,  
and v a r ious  e n t e r t a in m e n t  sources  t h a t  would be f r e que n te d  by n o n - r e s id e n t s .
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and by e s t im a t in g  average t a x a b l e  consumption by income c l a s s  using 
t h e  in fo rm a t ion  provided in  t h e  Consumer Expendi ture  Survey ( h e r e a f t e r  
i d e n t i f i e d  as t h e  CES), i t  was determined t h a t  t h e  amount o f  s a l e s  t axes  
pa id  by bus iness  concerns i n  Oklahoma in  1973 was $26.5 m i l l i o n ,  o r  
22 .8  per  c en t  o f  t h e  t o t a l .  (See Appendix Table  A-1 .)  The p o r t i o n  o f  
t h e  s a l e s  t axes  paid by o u t - o f -  s t a t e  t o u r i s t s  was e s t im a ted  to  equal 
$1 .4  m i l l i o n .  The remaining $88.6 m i l l i o n  in  t a x  revenue i s  t h e  amount 
assumed to  be borne d i r e c t l y  by households .  I t  i s  f o r  t h i s  amount 
t h a t  inc id e n ce  w i l l  i n i t i a l l y  be determined.  The inc idence  r e f l e c t ­
ing  t h e  burden o f  t h e  s a l e s  t a x  pa id  by bus iness  w i l l  be added l a t e r .
Sa les  Tax I nc ide nce —The T r a d i t i o n a l  Procedure
With t h e  excep t ion o f  Browning, a lmost  a l l  s t u d i e s  o f  s a l e s  
t a x  i n c idence  have a l l o c a t e d  t h e  t a x  burden to  t h e  uses  o f  income, ex­
pressed  as e i t h e r  a pe rcen tage  o f  t o t a l  consumption o r  t o t a l  t a x a b l e  
consumption.  In f a c t ,  in  o r d e r  t o  i n c o r p o r a t e  t h e  uses-of - income e f f e c t  
i n t o  Browning's model,  t h i s  t r a d i t i o n a l  Inc idence  e s t im a te  i s  necessa ry .  
The amount o f  t a x a b l e  consumption used f o r  de termining  both t a x e s  and 
inc id e n ce  depends on t a x  laws and i n t e r p r e t a t i o n s .  The i n c id e n c e  o f  
s t a t e  t axes  a l s o  i s  a f f e c t e d  by th e  f ed e r a l  t a x  o f f s e t —which (by causing 
a r ed u c t io n  i n  f ede ra l  income t a x e s  owed) r e s u l t s  i n  t h e  f e d e r a l  govern­
ment a c t u a l l y  bear ing  p a r t  o f  t h e  burden l e v i e d  by t h e  s t a t e s  upon t h e i r  
ci  t i  z e n s .
In o r d e r  to  de te rmine  th e  t a x a b le  consumption and consequen t ly ,  
t h e  t r a d i t i o n a l  s a le s  t ax  burden f o r  t h e  va r ious  income groups in  Okla­
homa in  1973, t h e  amount o f  consumption t h a t  i s  taxed  by a r e t a i l  s a l e s  t ax  
must be e s t im a ted .  F o r tu n a t e ly ,  the  CES d e t a i l e d  average spending w i th in
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s e v e ra l  major  c a t e g o r i e s  by income b racke ts  f o r  t h e  South i n  1973; Using 
t h e s e  spending averages as t y p i c a l  o f  Oklahoma and app ly ing  Oklahoma's 
s a l e s  t a x  laws,  an e s t i m a t e  was made o f  average t a x a b l e  consumption f o r  
each income group in  Oklahoma. By m u l t ip ly in g  t h i s  average by Oklahoma's 
income d i s t r i b u t i o n  o f  consumer u n i t s ,  an e s t im a te  o f  t o t a l  t a x a b l e  con­
sumption can be made.
Most o f  t h e  computation o f  t a x a b l e  consumption i s  s t r a i g h t f o r w a r d ,  
w i th  spending on such i tems  as food and o t h e r  household goods assumed 
t o  be a l l  t a x a b l e ,  and e s t i m a t e s  o f  t a x a b l e  percen tages  being made to  
de te rmine  t h e  a p p ro p r i a t e  f i g u r e s  f o r  o t h e r  spending c a t e g o r i e s .  (See 
T a b le  A-2 d e t a i l i n g  t h e s e  e s t im a te s  in  t h e  Appendix.)  The CES, however, 
does not  i nc lude  mortgage payments o r  new home purchases  as expend i tu res  
( i n t e r e s t  payments a r e  included  but  p r in c i p a l  payments a r e  r e f l e c t e d  
as a change in  a s s e t s ) .  S ince  Okalhoma's s a l e s  t a x  r e c e i p t s  show t h a t  
a r e l a t i v e l y  l a r g e  amount o f  t axes  a re  a r e s u l t  o f  spending f o r  new homes 
and o t h e r  r e s i d e n t i a l  c o n s t r u c t i o n ,  t h a t  p a r t  o f  t h e  c o s t  r e f l e c t i n g  
t a x a b l e  purchases  must be a l l o c a t e d  among income c l a s s e s .
A review o f  t h e  source  o f  Okalhoma's t a x  r e c e i p t s  i n d i c a t e s  t h a t  
approximately  $5.0 m i l l i o n  r e p r e s e n t s  t ax e s  inc luded  i n  new r e s i d e n t i a l  
purchases  i n  1973. With a 2 .0  pe r  cen t  s a l e s  t a x  r a t e ,  t h e  va lu e  o f  t a x a b l e  
p roducts  i n  new household c o n s t r u c t i o n  i s  approximately $300 m i l l i o n . ^
The $300 m i l l i o n  e s t im a te  agrees  w i th  1973 c o n s t r u c t i o n  s t a t i s t i c s  
i n  t h e  S t a t i s t i c a l  A b s t r a c t  o f  t h e  United S t a t e s . The va lue  o f  new p r i v a t e  
r e s i d e n t i a l  c o n s t r u c t i o n  c o n t r a c t s  in  Oklahoma in  1973 was $589 m i l l i o n .
In t h e  United S t a t e s ,  about  h a l f  o f  t h e  va lu e  o f  new c o n s t r u c t i o n  i s  
f o r  m a t e r i a l s ,  which a r e  s u b je c t  t o  t h e  s a l e s  t a x .  The remainder  i s  
used f o r  payment o f  non - taxab le  l ab o r  and p r o f i t s .
104
Since new household c o n s t r u c t i o n  i s  purchased f o r  both homes and r e n t a l  
p r o p e r t y ,  t h e  $300 m i l l i o n  o f  t a x a b l e  c o n s t r u c t i o n  was i n i t i a l l y  d iv ided  
i n t o  two p a r t s :  $208 m i l l i o n  f o r  new owner-occupied homes r e f l e c t i n g
th e  f a c t  t h a t  i n  1970, 69.2 per  c en t  o f  a l l  housing u n i t s  i n  Oklahoma 
were owner-occupied (as  compared t o  a 62 .9 pe r  c e n t  r a t e  f o r  t h e  United 
S t a t e s ) ,  and $92 m i l l i o n ,  r e p r e s e n t in g  th e  t a x a b l e  v a lue  o f  new housing 
i n  p r i v a t e  r e n t a l  u n i t s .
The t a x a b l e  va lu e  o f  new owner-occupied homes was a l l o c a t e d  among 
income b racke ts  using  t h e  d i s t r i b u t i o n  o f  s a l e s  p r i c e s  o f  new homes in  
t h e  South,  and th e  t r a d i t i o n a l  hous ing-purchase  r u l e  o f  thumb: t h a t
the  p r i c e  o f  a home should not  exceed 2 .5  t imes  a househo ld 's  annual
Pincome. (This a l l o c a t i o n  i s  shown in App'endix Table  A-3,  Columns 1,
2 ,  and 3 . )  Since only one pe r  c e n t  o f  t h e  new homes i n  1973 had a s a l e s  
p r i c e  o f  $15,000 o r  l e s s ,  i t  was assumed t h a t  f a m i l i e s  in  t h e  income 
b rac ke ts  below $5000 were not  purchas ing  new homes.
Once new homes a re  d i s t r i b u t e d  by income b r a c k e t ,  t h e  t o t a l  va lu e  
o f  t h e s e  new homes can be determined by m u l t i p l y in g  t h e  average  s a l e s  
p r i c e  o f  t h e  new homes by t h e  percen tage  o f  new homes i n  each s a l e s  p r i c e  
c a tegory .  This t o t a l  va lu e  i s  then  d esc r ibed  in  p e rcen tage  terms by 
income groups,  in  o r d e r  t o  d e f i n e  t h e  p ro p o r t io n  o f  new home t a x a b l e  con­
sumption upon which r e t a i l  s a l e s  t ax e s  a re  l e v i e d .  (Appendix Table  A-3, 
Columns 4 and 5 . )  This same d i s t r i b u t i o n  o f  t a x a b l e  v a lue  i s  then  ap­
p l i e d  t o  t h e  $208 m i l l i o n  assumed to  r e p r e s e n t  t a x a b l e  consumption in  
new owner-occupied homes in  Oklahoma in  1973 and p rov ides  t h e  t a x a b l e  
consumption by income b r a c k e t s .  (See Table  VI-1,  Columns 1 and 2 . )
The a l l o c a t i o n  o f  t h e  $92 m i l l i o n  o f  t a x a b l e  c o n s t r u c t i o n  f o r
TABLE VI-1
ALLOCATION OF TAXABLE CONSUMPTION IN NEW HOME 
CONSTRUCTION BY INCOME BRACKETS, OKLAHOMA, 1973
New Owner-Occupied Homes
Taxable-Consumption-Rental
Income
Bracket
(dollars)
Per Cent 
of Taxable 
Consumption 
(1)
Distribution of 
$208 Million 
(000)
(2)
50% Shifted 
Forward (000) 
(3)
50% Shifted 
Backwards (000) 
(4)
Total Taxable 
Consumption 
in New 
Construction (000) 
(5)
Under 3,000 0 0 $ 8,740 $ 2,300 $ 11,040
3,000-3,999 0 0 3,772 2,116 5,888
4,000- 4,999 0 0 2,990 1,472 4,462
5,000- 5,999 0.3 $624 2,254 1,288 4,166
6,000- 6,999 2.4 4,992 3,036 2,162 10,190
7,000- 7,999 5.4 11,232 2,760 1,242 15,234
8,000- 9,999 9.8 20,384 5,566 3,956 29,906
10,000-14,999 12.8 26,624 9,384 5,750 41,758
15,000-24,999 38.5 80,080 6,256 7,590 93,926
25,000 and over 30.8 64,064 1,242 18,124 83,430
Average (or total) 100.0 $208,000 $46,000 $46,000 $300,000
ot n
*Assumption A assumes that 50.0 per cent of the taxable value in new home construction for rental 
purposes is shifted forward to the tenant (allocated according to percentage of rental expenditures. 
Column 1 of Appendix Table A-4); and 50.0 per cent is shifted backwards and borne by the landlord 
(allocated according to proportion of total rental income in Column 1 of Appendix Table A^5),
(1) From Appendix Table A-3, Column 5.
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r e n t a l  use depends on the  inc ide nce  assumptions made: whether t h e  t ax  
can be s h i f t e d  forward and thereby  be passed on to  t h e  t e n a n t s  o r  con­
sumers o f  t h e  new r e n t a l  p roper ty  (Cons t ruc t ion  Assumption B).', o r  whether  
t h e  t a x  i s  borne by t h e  owners o f  t h e  p ro p e r ty  (Cons truc t ion  Assumption 
C). The p o s s i b i l i t y  o f  t e n a n t s  and l an d lo rd s  s ha r ing  t h e  burden a l s o  
e x i s t s .  (Tables  A-4 and A-5 in  t h e  Appendix show th e  d e te rm ina t ion  o f  
t o t a l  and average  t a x a b l e  consumption using  Cons t ruc t ion  Assumptions 
B and C, w i th  t h e  f o r w a r d - s h i f t e d  Assumption 8 being d i s t r i b u t e d  accord­
ing to  t h e  pe rc e n ta g e  o f  t o t a l  r e n t a l  expend i tu res  f o r  each income group, 
and t h e  b a c kw a rds - sh i f te d  Assumption C a l l o c a t e d  according to  the  d i s t r i b u ­
t i o n  o f  r e n t a l  income.)
A t h i r d  assumpt ion ,  A, w i th  h a l f  o f  t h e  t a x a b l e  c o n s t r u c t io n  
consumption f o r  r e n t a l - o c c u p i e d  u n i t s  being s h i f t e d  forwards and h a l f  
backwards i s  a l s o  made, w i th  t h e  a c tu a l  breakdown shown i n  Table VI- 
1,  Columns 3 and 4. Column 5 in  Table  VI-1 provides  t h e  es t ima ted  i n ­
come d i s t r i b u t i o n  o f  t h e  t o t a l  $300 m i l l i o n  r e p r e s e n t in g  t a x a b l e  consump­
t i o n  o f  new household c o n s t r u c t i o n .  This  e s t im a te  i s  no t  a f f e c t e d  by 
t h e  pe rc e n ta g e  o f  home ownership among th e  vary ing  income b r a c k e t s ,  
s i n c e  i t  i s  t h e  t o t a l  (no t  t h e  average)  o f  consumption expendi tu re s  t h a t  
i s  d i s t r i b u t e d .
Although t h e  t a x a b l e  va lu e  o f  new r e n t a l  c o n s t r u c t i o n  v a r i e s  
s i g n i f i c a n t l y  among income groups depending on th e  inc idence  assumption 
used ,  when i t  i s  combined wi th  t h e  t a x a b l e  consumption a l l o c a t i o n  f o r
3
For example,  us ing  f o r w a r d - s h i f t i n g  Assumption B, t a x a b l e  con­
sumption in  new r e n t a l  u n i t s  i s  $17.5 m i l l i o n  f o r  those,  households  w i th  
incomes under  $3000 and $2.5 m i l l i o n  f o r  households  w i th  incomes o f  
$25,000 and ove r .  With b a c kw a rds - sh i f t ing  Assumption C, the  comparable 
amounts a r e  $4.6 m i l l i o n  and $36.2 m i l l i o n .
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owner-occupied homes and th e  $4,129 m i l l i o n  in  o t h e r  t a x a b l e  consumption, 
t h e  e f f e c t  on inc idence  conc lus ions  i s  minimal .  T r a d i t i o n a l  i nc idence  
f o r  t h e  lowest  income b r a c k e t ,  f o r  example,  i s  1.60 o f  BTAT income using 
Assumption B and 1.55 o f  BTAT income using Assumption C. Assumption 
A averages t h e  d i f f e r e n c e  wi th  a 1.57 in c id e n ce  f i g u r e  f o r  t h i s  group.
The d i f f e r e n c e  i n  t h e  i n c id e n ce  f o r  t h e  o t h e r  income b r a c k e t s ,  us ing  
c o n s t r u c t i o n  assumptions B and C, i s  even l e s s  than .05.  In a l l  c a s e s .  
Assumption A provides  a s a t i s f a c t o r y  compromise.
The r e s u l t i n g  e s t im a te s  o f  o v e r a l l  t a x a b l e  consumption, us ing  
Assumption A f o r  de te rmin ing  consumption a p p l i c a b l e  to  new r e n t a l  con­
s t r u c t i o n ,  a re  given i n  Table  VI-2. The a d d i t i o n  o f  t h e  $300 m i l l i o n  
assumed to  be t h e  t a x a b l e  consumption inc luded  in  new c o n s t r u c t i o n  to  
t h e  e s t i m a t e s  o f  t a x a b l e  consumption f o r  a l l  o t h e r  purchases  g ives  a 
t o t a l  t a x a b l e  consumption by Oklahoma households  i n  1973 o f  $4,428 .5  
m i l l i o n .  This  provides  $88.6 m i l l i o n  in  s t a t e  revenue w i th  a 2 .0  per  
ce n t  s t a t e  s a l e s  t ax  r a t e .
T r a d i t i o n a l  t a x  i nc idence  i s  determined  as fo l low s .  The 2 .0  
pe r  cen t  s a l e s  t a x  r a t e  i s  app l i ed  t o  average  t a x a b l e  consumption f o r  
each income b racke t  i n  o r d e r  t o  prov ide  average  s a l e s  t a x e s  p a id .  Actual 
s a l e s  t ax e s  paid  by average  households  i n  each income group a re  given 
i n  Column 5 o f  Table  VI-2 and range from $39 f o r  t h e  lowes t  income bracke t  
t o  $258 f o r  t h e  h ig h es t  group. By d i v i d i n g  th e s e  tax  payments by th e  
a p p r o p r i a t e  BTAT (before  t a x - a f t e r  t r a n s f e r s )  income measure,  t r a d i ­
t i o n a l  t a x  inc idence  i s  dete rmined .  (Table  VI-2,  Column 6)
As i s  t y p i c a l  o f  a l l  s a l e s  t a x  i n c ide nce  s t u d i e s  when s a l e s  t axe s  
a re  a pp l i ed  only t o  t h e  uses o f  income, t h e  inc idence  determined here  i s
TABLE VI-2
TAXABLE CONSUMPTION BY INCOME BRACKETS, OKLAHOMA, 1973
Income
Bracket
(dollars)
Original
Taxable
Consumption
(000)
(1)
Taxable 
Consumption 
Incl. in New 
Construction 
Assumption A 
(000) (2)
Total 
Taxable 
Consumption 
(A) (000) (3)
Average
Taxable
Consumption
(4)
IVo 
Per 
Cent 
Sales 
Tax of 
Col. 4 
(5)
Traditional 
Tax 
Incidence 
as Per cent 
of BTAT 
Income 
(6)
Under 3,000 $ 387,266 $ 11,040 $ 398,306 $ 1,943 $ 38.9 1.57
3,000 - 3,999 198,716 5,888 204,604 2,833 56.7 1.32
4,000 - 4,999 163,215 4,462 167,677 3,005 60.1 1.10
5,000 - 5,999 146,985 4,166 151,151 3,396 67.9 1.02
6,000 - 6,999 199,023 10,190 209,213 4,018 80.4 1.04
7,000 - 7,999 204,990 15,234 220,224 4,620 92.4 1.03
8,000 - 9,999 418,002 29,906 447,908 4,832 96.6 .91
10,000 -14,999 951,027 41,758 992,785 5,773 115.5 .80
15,000 -24,999 1,008,237 93,926 1,102,163 8,066 161.3 .74
25,000 & over 451,083 83,430 534,513 12,917 258.3 .53
Total (or $4,128,544 $300,000 $4,428,544* $4,814 $96.3 .82
average)
o
00
^Taxable consumption of $4,428.5 million with a 2.0 per cent tax rate yields $88,570,880 in sales tax 
revenue, representing 76.03 per cent of Oklahoma’s total sales tax receipts in 1973.
(1) Estimates of total taxable consumption by income group in Appendix Table A-2, Line 16.
(2) Table VI-1, Column 5.
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c o n s i s t e n t l y  r e g r e s s i v e ,  w i th  t h e  lower income c la s s e s*  which have a 
g r e a t e r  p e rcen tage  o f  t a x a b l e  consumption,  bea r ing  a h e a v ie r  burden than  
t h o s e  wi th  h ig h e r  incomes.  Inc idence  ranges from 1.57 per  c e n t  f o r  those  
w i th  money incomes o f  $3000 o r  l e s s  to  .53 pe r  cen t  f o r  those  w i th  i n ­
comes above $25,000.  Average i n c id e n ce  f o r  t h e  f am i ly  u n i t  i n  Oklahoma 
was .82 p e r  c e n t ,  which i s ,  o f  c o u r s e ,  t h e  same r e g a r d l e s s  o f  whe ther  
i t  i s  dete rmined on t h e  sources  o r  uses s i d e  o f  t h e  income e q ua t ion .
How t h e  s a l e s  t a x  burdens in d iv id u a l  households ,  however, i s  s i g n i f i c a n t ­
l y  d i f f e r e n t  depending on which in c id e n c e  method i s  used.  This i s  e spe­
c i a l l y  t r u e  f o r  t h e  lower- income b r a c k e t s .
S a les  Tax Burden Expressed on Sources  S i d e  
T h e o r e t i c a l  t a x  i n c id e n ce  o f  t h e  i t h  i n d i v i d u a l ,  as proposed 
by Browning's model i n  Chapter  I I  i s
This  e xp re s se s  t h e  change i n  an i n d i v i d u a l ' s  income because o f  a t a x  
as a combination o f  t h e  e f f e c t s  upon th e  sources  and uses  o f  income. 
Browning, however, was concerned p r i m a r i l y  w i th  t h e  e f f e c t  o f  a s a l e s  
t a x  upon t h e  sources  s i d e  o f  t h e  income equa t ion .  S ince  t h e  uses p o r t i o n  
o f  t h e  income equa t ion  ( i n  b r a c k e t s )  i s  on ly  meaningful  when a house­
h o l d ' s  consumption p a t t e r n  d i f f e r s  from t h e  ave rage .  Browning be l i eved  
t h e  "uses  e f f e c t "  t o  be n e g l i g i b l e .
Sources -on ly  Approach 
Browning assumed t h e r e  was no change in  t h e  r ea l  va lue  o f  t r a n s ­
f e r s  when a t a x  was imposed,  so t h e  u l t i m a t e  procedure was t o  e s t im a te
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th e  burden o f  a t a x  as a pe rcen tage  o f  f a c t o r  income. The $88,570,880 
in  s a l e s  t axes  pa id  by Oklahoma households  in  1973 r e p r e s e n te d  0.935 
per  c e n t  o f  t o t a l  f a c t o r  income as es t im a ted  i n  Table  V-3. By applying  
t h i s  p e rc e n ta ge  t o  f a c t o r  income f o r  each income b r a c k e t ,  an e s t im a te  
o f  average  s a l e s  t a x e s  pa id  by members o f  t h e  t e n  income groups can be 
made. I f  t h e s e  t a x  payments a re  then  r e l a t e d  t o  b e f o r e - t a x ,  a f t e r -  
t r a n s f e r  income, t a x  i n c id e n ce  f o r  each income group can be e s t im a te d .  
(See Tab le  V I - 3 . )  The income base used here  (Line 17 o f  Table  V-3) ex­
c ludes  any t a x e s  on t h e  sources  s i d e ,  a l though  t h e  income base used by 
Browning inc luded  t h e  e f f e c t  o f  t h e s e  t a x e s .  A c t u a l l y ,  us ing  an income 
base  w i th  s a l e s  t ax e s  inc luded  causes  a d i f f e r e n c e  i n  t a x  i n c i d e n c e  o f  
on ly  .02 pe r  c e n t  a t  t h e  most--compared t o  t h e  BTAT income measure used.  
Unless c a p i t a l  t a x e s  on t h e  sources  s i d e  can a l s o  be imputed,  t h e r e  i s  
l i t t l e  e f f e c t  on i n c id e n ce  p a t t e r n s / *
The r e s u l t  o f  t h i s  e x e r c i s e  shows a c o n s i s t e n t l y  p r o g re s s iv e  
t a x  t r e n d —w ith  s a l e s  t a x  i n c ide nce  ranging from .42 pe r  c e n t  f o r  t h o se  
w i th  money income o f  $3000 o r  l e s s ,  where an average  f am i ly  u n i t  bears  
a t r u e  t a x  burden o f  on ly  $10 pe r  y e a r ,  t o  an i n c id e n c e  o f  .89 pe r  c e n t  
f o r  t h o s e  f am i ly  u n i t s  having money income o f  $25,000 o r  more. The e f ­
f e c t i v e  t a x  burden i n c r e a s e s  r e g u l a r l y  as t a x a b l e  income i n c r e a s e s .  Be­
cause  o f  the  small monetary f i g u r e s  i nvo lve d ,  however,  whether  t h e r e  
i s  a n o t i c e a b l e  d i f f e r e n c e  in  t h e  s a l e s  t a x  burden among income c l a s s e s  
i s  q u e s t i o n a b l e .
4Chapter  V, " S e l e c t i o n  o f  A l t e r n a t i v e  Income Bases ,"  d i s c u s s e s  
t h e  problems involved in  imputing i n d i r e c t  t a x e s  and p r e s e n t s  t h e  a rgu ­
ments f o r  t h e  BTAT income measure chosen.
I l l
TABLE VI-3
INDIVIDUAL SALES TAXES* AND INCIDENCE WHEN 
APPLIED TO SOURCES-OF-INCOME, OKLAHOMA, 1973
Income
Bracket
(dollars)
Factor
Income
(1)
Average 
Sales Taxes 
Paid (2)
BTAT
Income
(3)
Tax
Incidence
(4)
Under 3,000 $ 1,107 $ 10.4 $ 2,473 .42
3,000- 3,999 2,387 22.3 4,297 .52
4,000- 4,999 3,785 35 .'4 5,456 .65
5,000- 5,999 5,033 47.1 6,636 .71
6,000- 6,999 6,210 58.1 7,762 .75
7,000- 7,999 7,519 70.3 8,981 .78
8,000- 9,999 . 9,136 85.5 10,591 .81
10,000-14,999 13,307 124.5 14,411 .86
15,000-24,999 20,648 193.1 21,810 .89
25,000 and over 46,562 435.5 48,674 .89
Average $10,293 $96.3 $11,710 .82
*Assûmes sales taxes paid by individuals in 1973 totaled $88,570,880 
(76,03 per cent of total sales tax revenue), with remainder either 
paid by business or exported.
(1) Table V-3, Line 12.
(2) Estimated on sources of income side - with total sales taxes 
paid by individuals representing .00935 of factor income.
(3) Table V-3, Line 17.
112
I n c o r p o r a t in g  Uses E f fe c t s  i n to  Browning's Model
A p r in c i p a l  reason why s a l e s  t a x  i n c idence  i s  so d i f f e r e n t  depend­
ing on whether  i t  i s  computed using Browning's sources-o f - income model 
o r  t h e  t r a d i t i o n a l  method based on t h e  uses o f  income i s  t h a t  t a x a b l e  
consumption ( the  b a s i s  f o r  e s t a b l i s h i n g  th e  amount o f  s a l e s  t axes  paid 
w i th  t h e  uses procedure)  accounts  f o r  a much l a r g e r  pe rcen tage  o f  BTAT 
income f o r  th o se  i n  t h e  lower income b r a c k e t s ,  as compared to  th o se  w i th  
h igher  incomes. For example,  t a x a b le  consumption f o r  those  family  u n i t s  
w i th  l e s s  than  $3000 in  money income r e p re s e n te d  78.6 pe r  cen t  o f  t h e  
b e f o r e - t a x ,  a f t e r - t r a n s f e r s  (BTAT) income measure,  but  only 26.5 per  
cen t  f o r  those  u n i t s  wi th money incomes o f  $25,000 or  more. The a v e r ­
age t a x a b l e  consumption t o  income f i g u r e  f o r  Oklahoma i n  1973 was 41.1 
pe r  c e n t .
To compensate f o r  t h i s  d i f f e r e n c e  i n  consumption p a t t e r n s  and 
t o  a d j u s t  f o r  t h e  f a c t  t h a t  t h e  p r i c e s  o f  goods and s e r v i c e s  s u b j e c t  
t o  t h e  s a l e s  t a x  a r e  probably h igher  r e l a t i v e  to  the  p r i c e s  o f  non- tax-  
ab le  goods and s e r v i c e s ,  Browning developed a method to  i nc lude  th e  uses-  
of- income e f f e c t  i n  h i s  s o u r c e s - o r i e n t e d  in c id e n c e  d e te rm in a t io n .  The 
idea  i s  t h a t  f o r  th o se  fami ly  u n i t s  which consume t h e  average amount 
o f  goods and s e r v i c e s  a f f e c t e d  by t h e  s a l e s  t a x ,  i t  w i l l  make no d i f ­
f e r e nc e  whether  s a l e s  t a x  i n c idence  de te rm in a t io n  i s  made on t h e  sources  
o r  uses s id e  o f  t h e  income equa t ion .  For t h e  household wi th  average 
consumption, t h e  uses  burden i s  ze ro .  As was d e t a i l e d  e a r l i e r ,  t h e  $88.6 
m i l l i o n  r e p r e s e n t in g  Oklahoma's s a l e s  t a x  c o l l e c t i o n s  from i n d iv i d u a l s  
in  1973 can be viewed as a .82 per  cen t  burden on t o t a l  BTAT income when 
t r a d i t i o n a l  uses-o f- income inc idence  method i s  a p p l i e d .  This i s  the
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same as a 0 .935 pe r  c e n t  burden on f a c t o r  income » which, i s  .879 o f  t o t a l  
BTAT income.
The $88,570,880 in  s a l e s  t a x  c o l l e c t i o n s  i s  2 . 0  pe r  cen t  o f  t a x ­
ab le  consumption,  ( the  s t a t e  s a l e s  t a x  r a t e  i n  Oklahoma). By using  t h i s
pe rcen tage  and t h e  .411 pe rcen tage  o f  t o t a l  BTAT income t h a t  r e f l e c t s
consumption on which t h e  s a l e s  t a x  i s  a p p l i e d ,  t h e  p r i c e  changes t h a t  
would occur  i n  t a x a b l e  and n on - ta xa b le  consumption fo l low ing  th e  imposi ­
t i o n  o f  a s a l e s  t a x  can be e s t im a ted .  Implied i n  t h i s  procedure i s  t h e  
assumption t h a t  a l l  income i s  e i t h e r  consumed o r  saved ,  and t h a t  no d i s ­
sav ing  (o r  consuming more than  BTAT income) occu rs .  As long as d i s s a v in g  
does not  e x i s t ,  not  on ly  t h e  p r i c e  o f  no n - ta x a b le  goods,  but  t h e  p r i c e  o f  
s a v in g s ,  w i l l  r e f l e c t  any t ax - induced  change i n  t h e  p r i c e  o f  taxed goods. 
As Browning and Johnson d e s c r i b e ,  t h e  " ' p r i c e '  o f  sav ing  can b e s t  be 
c o nc ep tua l i z ed  as t h e  p r e s e n t  c o s t  o f  f u t u r e  consumption."^ This change 
i s  r evea led  by f l u c t u a t i o n s  i n  the  i n t e r e s t  r a t e .
I d e n t i f y i n g  t h e  change in  p r i c e  o f  t a x a b l e  goods occuring  because 
o f  t h e  im pos i t ion  o f  a s a l e s  t a x  as dP^ and t h e  change in  t h e  p r i c e  o f  
non taxab le  goods as dP^,  t h e  fo l lowing  two equa t ions  can be used t o  a s c e r ­
t a i n  t h e s e  p r i c e  changes.
(1) .4111 dP^ + .5889 dP^ = 0
(2) dP  ^ -  dP  ^ = .02
The f i r s t  equa t ion  r e f l e c t s  t h e  assumption t h a t  t h e r e  i s  no o v e r a l l  change 
i n  the  p r i c e  l e v e l ,  fo l lowing  th e  im pos i t ion  o f  a s a l e s  t a x .  Thus, any
C
Edgar K. Browning and Wil liam R. Johnson,  The D i s t r i b u t i o n  o f  
t h e  Tax Burden (Washington, D .C . : American E n t e r p r i s e  I n s t i t u t e  f o r  
Pub l ic  Po l icy  Research,  1979) ,  p. 74.
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change in  p r i c e s  o c c u r r in g  f o r  t a x a b l e  consumption,  r e p r e s e n t i n g  .4111 
o f  BTAT income w i l l  be coun te rac te d  by a compa tib le  change i n  t h e  p r i c e  
o f  no n - ta x a b le  goods. For s o c i e t y  as a whole,  t h e r e  i s  no ne t  burden 
on t h e  uses  s i d e .  Equat ion (2) r e f l e c t s  t h e  a c tu a l  burden o f  t h e  s a l e s  
t a x  when computed on t h e  uses-of - income s i d e  as a pe rcen tage  o f  t a x a b l e  
consumption.  Sa les  t ax e s  a re  assumed t o  i n c r e a s e  t h e  p r i c e  o f  t a x a b l e  
goods r e l a t i v e  t o  t h e  p r i c e  o f  n o n - ta x a b le  goods by 2 .0  pe r  c e n t .  By
s o lv i n g  f o r  t h e s e  two e q u a t i o n s ,  us ing  BTAT income (not  i n c lu d in g  any
t ax e s  impl ied  on th e  sources  s i d e ) ,  t h e  two unknowns can be de te rmined .
dP. = .0118 dP„ = - .0082L n
These two p r i c e  changes and t h e  pe rcen tage  t h a t  t a x a b l e  consump­
t i o n  i s  o f  t o t a l  BTAT income ( r e p r e s e n t i n g  "a" i n  t h e  Browning e q u a t io n )  
can be in c o r p o r a t e d  i n t o  Browning's i n c i d e n c e  equa t ion  in  o r d e r  t o  d e t e r ­
mine a uses  e f f e c t  f o r  t h e  s a l e s  t a x .  Recall  t h e  equa t ion  o f  Chapte r  I I  
i n d i c a t i n g  th e  change in  income ( in c id en c e )  o c c u r r in g  because o f  a s a l e s  
t a x .
f  h. dT^ -  d P t + (1 -  a ^ )  dP„]
The f i r s t  p a r t  o f  t h e  e q u a t i o n ,  r e p r e s e n t in g  t h e  sou rces -o f - in com e  s i d e ,
i s  ob t a in e d  (as de s c r ib e d  p r e v io u s ly )  by m u l t i p l y in g  t h e  p e rcen tage  o f  
f a c t o r  income f o r  each income group by t h e  e f f e c t i v e  t a x  r a t e  as a p p l i e d  
t o  t h e  sources-o f - income s id e  ( .935 pe r  c e n t ) .  This  i s  assuming th e  
va lu e  o f  r ea l  t r a n s f e r  income i s  no t  a f f e c t e d  by t h e  im pos i t ion  o f  a 
s a l e s  t a x .  The r e s u l t  p rov ides  s a l e s  t a x  i n c id e n c e  when computed on 
t h e  sources  s i d e .  (Table VI-3,  Column 4 . )
The uses-o f- income t a x  e f f e c t  i s  r e f l e c t e d  i n  t h e  p o r t i o n  o f
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t h e  equa t ion  in  b r a c k e t s .  By i n s e r t i n g  the  values  f o r  dP^ and dP^ ob­
t a i n e d  above and by using  t h e  percen tage  o f  t a x a b l e  consumption f o r  each 
income group f o r  " a , "  t h e  uses  burden o f  t h e  s a l e s  t a x  can be ob ta in e d .
For  t h e  lowest  income b r a c k e t ,  a^ ,  t h e  percentage  t ax a b le  consumption 
i s  o f  BTAT income i s  .786. Thus
Uses burden = a^  dP^ + (1 -  a^)  dP^
= .786 ( .0118) + .214 ( - .0082)
= .0093 -  .0018 
Uses burden = .0075
Inc idence  = Sources Burden + Uses Burden
Inc idence  f o r  family u n i t s  wi th  money income o f  $3000 o r  l e s s  =
.0042 + .0075 ‘
Overal l  inc idence  = 1 . 1 7  per  cen t .
The o v e r a l l  i n c id e n c e ,  i n c lud ing  both sources  and uses e f f e c t s  f o r  a l l  
income b rac ke ts  i s  given in  Table  VI-4.
By adding th e  uses burden t o  t h e  inc idence  determined on th e  
sources  s i d e ,  t h e  p rogress iv eness  o f  t h e  s a l e s  t a x  s h i f t s ,  and once aga in ,  
t h e  inc ide nce  f o r  t h e  lower income c l a s s e s  i s  g r e a t e r  than t h a t  o f  t h e  
h ig h e r  income groups.  A c tu a l ly ,  i f  t h e  two income-bracke t  extremes a r e  
excluded from t h i s  new e s t i m a t io n ,  t h e  o v e ra l l  i nc idence  o f  t h e  s a l e s  
t a x  i s  a lmost  p r o p o r t i o n a l ,  wi th  only  minimal changes oc c u r r ing  between 
income groups.
A p p l i c a b i l i t y  o f  the  Browning Model 
A s e r i o u s  ques t ion  concerning Browning's so u rc e s -p lu s -u s e s  proce­
dure i s  whether  adding t h e  uses burden to  t h e  sources  computat ion adequate ly
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TABLE VI-4
COMPUTATION OF USES EFFECTS IN BROWNING'S MODEL 
CONSIDERING SALES TAXES PAID BY INDIVIDUALS, OKLAHOMA, 1973
Taxable Consumption 
as Per Cent of BTAT 
Income 
(1)
Uses
Effects
(2)
Sources
Effects
(3)
Tax Incidence: 
Total Sources 
and Uses 
Effects 
(4)
Under $3,000 78.6 .75 .42 1.17
$3,000- 3,999 65.9 .50 .52 1.02
$4,000- 4,999 55.1 .28 .65 .93
$5,000- 5,999 51.2 .20 .71 .91
$6,000- 6,999 51.8 .21 .75 .96
$7,000- 7,999 51.4 . .20 .78 .98
$8,000- 9,999 45.6 .09 .81 .90
$10,000-14,999 40.1 —.02 .86 .84
$15,000-24,999 37.0 -.08 .89 .81
$25,000 and over 26.5 -.29 .89 .60
Average 41.1 0 .82 .82
SOURCE: Edgar K. Browning, "The Burden of Taxation, " Journal of
Political Economy 86 (August, 1978): 649-671.
(1) Average taxable consumption. Table VI-2, Column 4 divided by 
BTAT income. Table V-3, Line 17.
(2) Obtained by solving the uses part of Browning’s equation,
- a^dP^ + (1 - a^) dP^ , where a^ is the percentage in
column 1, dPj. = .011779, and (dP^ =-. 008221).
(3) Table VI-3, Column 4.
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accounts  f o r  t h e  consumpt ion-sav ings d i f f e r e n c e s  between income groups.
By apply ing  t h e  t a x  r a t e  only t o  t h e  consumption o f  t a x a b l e  goods,  no 
r e c o g n i t i o n  i s  made o f  t h e  f a c t  t h a t  some f a m i l i e s  a c t u a l l y  d i s s a v e  and 
consume more than  t h e i r  income. Moreover, i n  t h i s  s tu d y ,  sav ings  and 
non- taxed  consumption have been lumped t o g e t h e r ,  and th e  computat ion 
o f  t h e  p r i c e  changes used to  de te rmine  t h e  uses p o r t i o n  o f  t a x  i n c id e n ce  
showed no d i s t i n c t i o n  between t h e  two non- taxed e x p e n d i tu re s .  ( I t  seems 
u n l i k e l y  t h a t  when compared t o  t h e  supposed p r i c e  i n c r e a s e  f o r  taxed 
goods, t h e  p r i c e  e f f e c t  o f  non-taxed goods i s  t h e  same as t h e  p r i c e  e f f e c t  
on s a v i n g s . )  When i t  i s  a l s o  recognized  t h a t  t h e  very m in i s c u l e  p r i c e  
changes computed can ,  when a p p l i e d  t o  average t a x a b l e  and non - ta x a b le  
income,  a f f e c t  whether  t a x  i n c id e n c e  i s  r e g r e s s i v e  o r  p r o g r e s s i v e ,  t h e  
v a l i d i t y  o f  t h e  e n t i r e  e x e r c i s e  must be que s t io n e d .
I t  was t h i s  d i f f i c u l t y  i n  account ing  f o r  t h e  consumpt ion-sav ings 
d i f f e r e n c e s  t h a t  made Browning and Johnson d i sc o u n t  t h e s e  p r i c e  d i f f e r ­
ences and advocate  de te rmin ing  t a x  i n c ide nce  us ing  on ly  t h e  sources  s i d e  
o f  t h e  income e q u a t io n .  They argued t h a t  i f  t ime pe r iods  were no t  l im i t e d  
t o  a y e a r ,  and i f  a concept  o f  permanent income could be measured and 
used as a b a se ,  t h e r e  would be l i t t l e  d i f f e r e n c e  i n  t h e  consumption- 
sav ings  r a t i o s  between income c l a s s e s .  Moreover,  when t h e  burden o f  
a l l  t a x e s  i s  c o n s id e r e d ,  t h e  b e n e f i t  o f  sav ings  over  consumption t h a t  
i s  i n n a t e  t o  t h e  s a l e s  t a x  w i l l  be coun te rac te d  by o t h e r  t a x e s .  Both 
t h e  c o rp o r a t io n  income t a x  and p rope r ty  t a x ,  f o r  example,  tend t o  penal ­
i z e  savings  compared to  consumption.
Browning a l s o  ignored  t h e  uses s i d e  because i t  r e p r e s e n t e d  on ly  
a small change in  i n c ide nce  when added t o  t h e  sou rces -o f - in com e f i g u r e s .
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This  was t h e  s i t u a t i o n  in  hi s  s tudy  where s a l e s  and e x c i s e  t axe s  r e p r e ­
sen ted  5.1 pe r  c e n t  o f  t o t a l  income o r  a 5 .2  pe r  c e n t  r a t e  on f a c t o r  
e a rn in g s .  In t h i s  s t u d y ,  however, general  r e t a i l  s a l e s  t axe s  paid by 
i n d i v i d u a l s  i n  Oklahoma r ep r e s e n te d  only 0.82  p e r  c e n t  o f  t o t a l  income 
o r  0 .935 per  c e n t  o f  f a c t o r  income. The r e s u l t i n g  t a x  burden us ing  t h e  
sources  s i d e  computat ion i s  small i n  and o f  i t s e l f .  The small  uses e f f e c t  
t h a t  i s  added t o  t h e  sources  burden t h e r e f o r e  r e p r e s e n t s  a p r o p o r t i o n a l l y  
much g r e a t e r  change.
In a d d i t i o n  to  t h e s e  l i m i t a t i o n s ,  t h e r e  i s  t h e  q u e s t io n  o f  the  
a p p l i c a b i l i t y  o f  Browning's s o u r c e s - o r i e n t e d  in c id e n ce  a n a ly s i s  f o r  an 
i n d iv i d u a l  s t a t e  s tudy .  (This t o p i c  was d i s c u s s e d  in  Chapter  I I I . )  
Browning's hypo thes i s  t h a t  i t  could be assumed t h a t  t h e  s a l e s  t a x  was 
s h i f t e d  backwards and a f f e c t e d  on ly  f a c t o r s  o f  income (exc lud ing  t r a n s ­
f e r  payments) has l i t t l e  bea r ing  when s t a t e w i d e  t r a n s f e r s ,  which might  
be t i e d  t o  t h e  t a x ,  r e p r e s e n t  such a small p o r t i o n  o f  income f o r  any 
one income group.  Moreover,  when t h e  u s e s - s i d e  v a r i a t i o n s  a r e  added 
i n  Browning's model ,  (as  was done i n  t h e  prev ious  s e c t i o n ) ,  t h e  r e s u l t ­
ing in c id e n ce  p a t t e r n  does not  d i f f e r  s i g n i f i c a n t l y  from in c id e n c e  ob­
t a i n e d  us ing  t h e  t r a d i t i o n a l  method.
In f a c t ,  as Table  VI-5 shows, i f  Browning's model i s  a p p l i e d  
on t h e  sources  s i d e  upon income exc luding  on ly  s t a t e  t r a n s f e r s ,  a p r ac ­
t i c a l l y  p ro p o r t io n a l  i n c id e n ce  r e s u l t s  when t h e  s o u rc e s -o n ly  assumption 
i s  made; and when t h e  s o u rc e s -p l u s -u s e s  e f f e c t s  a re  combined, t h e  r e s u l t  
i s  a lmost  i d e n t i c a l  t o  t h e  t r a d i t i o n a l  p a t t e r n  i n  Column 6 o f  Table  VI-2. 
With t h e  excep t ion  o f  t h e  lowes t  two income g roups ,  where i n c id e n ce  using 
th e  two methods d i f f e r s  by .07 and .03 ,  t h e  t a x  i n c ide nce  f o r  t h e  o t h e r
TABLE V I - 5
TAX INCIDENCE USING SOUtCES-PLUS-USES MODEL, IF ONLY 
STATE TRANSFERS UNAFFECTEI BY SALES TAXES*, OKLAHOMA, 1973
Tax Incidence
Average 
S ta te-P rovided  
Income T ransfer 
Bracket Income 
(d o lla rs )  (1)
T otal
Oklahoma
T ransfer
Income
(000)
(2)
Average BTAT 
Income 
Excluding 
Oklahoma 
T ran sfers  
(3)
Taxes
Paid
(4)
Sources 
on ly -as 
Per Cent 
o f  BTAT Income 
(5)
S ources- 
P lus -  Uses 
E ffec t 
(6)
Under 3,000 $240 $49,202.6 $ 2,233 $ 18.5 .75 1.50
3,000- 3,999 . 200 14,446.8 4,057 34.0 .79 1.29
4 ,000- 4,999 133 7,421.4 5,323 44.1 .81 1.09
5 ,000- 5,999 59 2,626.3 6,577 54.5 .82 1.02
6 ,000- 6,999 48 2,499.5 7,714 63.9 .82 1.03
7 ,000- 7,999 56 2,669.6 8,925 74.0 .82 1.02
8 ,000- 9,999 33 . 3,059.2 10,558 87.5 .83 .92
10,000-14,999 13 2,235.7 14,398 119.3 .83 .81
15,000-24,999 6 819.8 21,804 180.7 .83 .75
25,000 and over 8 331.0 48,666 403.3 .83 .54
Average (o r to ta l ) $93 $85,311.9 $11,617 $96.3 .82 .82
*Brovming based h is  sources-only  tax  Incidence an a ly s is  on th e  Idea th a t  t r a n s f e r  income d id  not bear 
the  burden of a s a le s  tax , s ince  t ra n s fe rs  o ften  increased  with the  p rice  le v e l .  Thus, he determ ined 
incidence according to  fa c to r  income. In a s in g le  s t a t e ,  however, only s ta te -p ro v id ed  tra n s f e r s  
might no t bear th e  burden o f a s a le s  ta x , so h e re , th e  sources s id e  a n a ly s is  means th a t  ta x  burden 
i s  estim ated  by computing tax es  according to  fa c to r  and o th e r non-Oklahoma t r a n s f e r  income.
(4) S a les tax es  paid by in d iv id u a ls  in  Oklahoma a re  .008287 of t h i s  income source ( f a c to r  p lu s  
non-Oklahoma t r a n s f e r  incom e).
(6) Equals sources in  Column 5 p lu s  uses e f f e c ts  from Table V I-4 , Column 2.
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income groups v a r i e s  by only .01.  As a r e s u l t .  Browning's hypo th es i s — 
though i n t e r e s t i n g —has l i t t l e  bea r ing  i n  a s t a t e  i nc idence  a n a l y s i s .
Personal  Income Tax O f f s e t
An a d d i t i o n a l  c o n s id e r a t i o n  when e s t i m a t in g  o v e ra l l  s a l e s  t a x  
inc ide nce  i s  t h e  e f f e c t  t h a t  t h e  f e d e r a l  t a x  o f f s e t  has on consumers.
As d i sc usse d  e a r l i e r ,  a l l  t axpayers  who i t e m iz e  deduct ions can inc lude  
a deduct ion  f o r  s a l e s  t a x  payments when computing t a x a b le  income f o r  
f e d e r a l  income t a x  purposes .  Although i t  might  be argued t h a t  t h e  burden 
o f  s a l e s  t a x  payments i s  cons ide red  in  t h e  e s t a b l i s h m e n t  o f  t h e  s t a n ­
dard deduct ion used most o f t e n  by lower income groups in  de te rmin ing  
f ede ra l  t a x  o b l i g a t i o n s ,  t h e  b e n e f i t  from t h e  f e d e r a l  t a x  o f f s e t  i s  not  
r e a l i z e d  un less  deduct ions  a r e  i t emized when f i l i n g  t h e  personal  income 
t ax  r e t u r n .
The amount o f  s a l e s  t a x  deducted i s  g e n e r a l l y  ob ta ined  from th e  
t a x  t a b l e  provided f o r  each s t a t e  and v a r i e s  accord ing  t o  income and 
t h e  number o f  persons in  t h e  household u n i t .  The s a l e s  t a x  deduct ion 
reduces t a x a b l e  income, and o b v ious ly ,  t h e  h igher  t h e  t a x a b l e  income, 
t h e  more impor tan t  i s  t h e  t a x  deduc t ion .  Moreover,  s i n c e  more f a m i l i e s  
wi th h ig h e r  incomes i t e m iz e  d e d u c t io n s ,  t h e  o f f s e t  g e n e ra l l y  i n c r e a s e s  
t h e  r e g r e s s i v e  in c id e n c e  p a t t e r n  o f  t h e  s a l e s  t a x .
In o r d e r  t o  c a l c u l a t e  t h e  e f f e c t  o f  t h e  o f f s e t  on t h e  i n c idence  
o f  the  household p o r t i o n  o f  t h e  s a l e s  t a x ,  t h e  procedure developed by 
Musgrave and Da icoff  i s  used.  For each income b r a c k e t ,  an e s t im a te  o f  
average t a x a b l e  income i s  made, r ecogn iz ing  t h a t  c e r t a i n  forms o f  money 
income, in c lu d in g  div idend exc lus ions  and most t r a n s f e r  payments,  a r e  
not  taxed  by t h e  I n t e r n a l  Revenue S e r v ic e .  In a d d i t i o n ,  personal
121
exemptions o f  $750 per  i n d iv id u a l  vary according  t o  t h e  average  family  
s i z e  o f  each income b ra c k e t .  The r e s u l t i n g  f i g u r e  i s  used t o  de termine 
t h e  marginal  t ax  r a t e  f o r  each income group.  This t ax  r a t e  i s  then  mult i  
p l i e d  by t h e  per  cen t  in each income group i t em iz ing  deduc t ions  ( th e s e  
pe rcen tages  were a c t u a l l y  t h o se  f o r  a l l  i n d iv id u a l  r e t u r n s  in  t h e  United 
S t a t e s  in  1973) in  o r d e r  t o  prov ide  an average e f f e c t  r e p r e s e n t i n g  t a x  
deduct ions  as a pe rcen tage  o f  income. (Table  v i - 6 .  Column 3 . )
Applying t h e  average e f f e c t  o f  deduct ions  t o  t h e  a c tu a l  amount 
o f  s a l e s  t axe s  t h a t  can be deducted f o r  each income group according  to  
t h e  t a x  t a b l e  f o r  Oklahoma g ives  an average  d o l l a r  amount r e p r e s e n t in g  
t h e  s a l e s  t a x  o f f s e t .  By d i v id i n g  t h e  a c tua l  d o l l a r  amounts ga ined ,  
because o f  t h e  a v a i l a b i l i t y  o f  t h e  o f f s e t ,  by t h e  BTAT income f o r  each 
income b r a c k e t ,  o f f s e t s  can be de p ic ted  as a r educ t ion  i n  e f f e c t i v e  i n ­
c idence .  (These computations a r e  shown in  Table  V I -7 . )
The r e s u l t i n g  ne g a t iv e  i n c id e n c e  r e f l e c t i n g  t h e  f e d e r a l  o f f s e t  
i s  added t o  t h e  t r a d i t i o n a l  i n c id e n c e  f i g u r e s  i n  Table  VI-8 and thus  
provides  a more r e a l i s t i c  e s t i m a t e  o f  t h e  inc idence  o f  t h e  household 
po r t i o n  o f  t h e  s a l e s  t a x  in  Oklahoma in  1973. With t h e  e xcep t ion  o f  
t h e  two lowes t  income b r a c k e t s ,  which r e c e iv e  no b e n e f i t  from t h e  o f f ­
s e t  as p r e s e n t l y  c a l c u l a t e d ,  t h e  o f f s e t  r e p r e s e n t s  a r ed u c t io n  i n  the  
o v e ra l l  t a x  burden,  and t h e  e f f e c t i v e  inc ide nce  f o r  a l l  o t h e r  income 
b racke ts  i s  l e s s .  Because households  w i th  h igher  incomes both i t em ize  
deduct ions t o  a g r e a t e r  e x t e n t  and have a h igher  marginal  t a x  r a t e  than 
lower-income households ,  t h e  ne ga t ive  i n c id e n ce  r e f l e c t i n g  t h e  b e n e f i t s  
o f  t h e  o f f s e t  i s  g r e a t e r  f o r  t h e  h igher  income groups.  The o v e ra l l  r e ­
s u l t  i s  t h a t  t h e  inc idence  o f  t h e  household p o r t ion  o f  t h e  s a l e s  t a x
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TABLE VI-6
TAX RETURNS WITH ITEMIZED DEDUCTIONS, MARGINAL TAX 
RATES, AND EFFECT OF STATE TAX DEDUCTIONS ON INCOME, 
UNITED STATES, 1973, BY INCOME BRACKET
Income
Bracket
(dollars)
Per Cent Tax 
Returns with 
Itemized 
Deductions 
(1)
Average 
Marginal 
Tax Rate 
within Income 
Bracket 
(per cent) (2)
Effect of 
Deductions of 
State and Local 
Taxes
(3)
Under
3.000
4.000 
5,000.
6.000
7.000
8.000 
10,000 
15,000
25,000
3,000
- 3,999
- 4,999
- 5,999
- 6,999
- 7,999
- 9,999 
-14,999 
-24,999 
and over
1.8
8.2
12.4
17.1
23.8
27.9
37.2
48.8
72.5
89.9
0
0
14
15
16 
17 
19 
19 
25 
39
0
0
1.74 
2.57 
3.81
4.74 
7.07 
9.27
18.13
35.06
Average 34.8 19 6.61
SOURCE; Internal Revenue Service, Individual Returns, 1973 (Washington, 
D.C.: 1975), pp. 14, 17.
(3) Equals Column 1 times Column 2.
TABLE VI-7 
EFFECT OF FEDER/X TAX OFFSET ON SALES 
TAX INCIDENCE, OKLAHOMA, 1973
Income
Bracket
(d o lla rs )
BTAT
Income
(1)
E ffec t of 
Deductions 
on Income 
(2)
Amount of 
Sales Tax 
Deducted 
(3)
E ffec tiv e  
Tax O ffset 
(4)
Tax Incidence 
o f O ffse t 
as  Per Cent 
of BTAT 
Income 
(5)
T o tal 
Tax Burden 
Borne By 
Government 
(6)
Under $3,000 $ 2,473 0 $ 29 $0 0 $ 0
. 3 ,000- 3,999 4,297 0 37 0 0 0
4 ,000- 4,999 5,456 1.74 44 0.8 -.0 1 42,720
5 ,000- 5,999 6,636 2.57 58 1.5 —.02 66,353
6 ,000- 6,999 7,762 3.81 64 2.4 -.0 3 126,975
7 ,000- 7,999 8,981 4.74 70 3.3 -.0 4 158,176
8 ,000- 9,999 10,591 7.07 79 . 5.6 -.05 517,780
10,000-14,999 14,411 9.27 97 . 9.0 -.0 6 1,546,391
15,000-24,999 21,810 18.13 125 22.7 - .1 0 3,096,513
25,000 and over 48,674 35.06 133 64.2 -.1 3 2,654,933
Average (o r to ta l )  $11,710 $ 82 $8,9 r.,08 $8,209,841
(1) Table V-3, Line 17.
(2) Table VI-6, Column 3.
(3) Based on In te rn a l Revenue S erv ice , 1973 Federal Income Tax S ales Tax Tables fo r  Oklahoma and
es tim ates  of average tax ab le  Income and s iz e  of household p er Income b rack e t. 
(4) Column 2 (expressed as a per cen t) tim es Column 3.
(5} Column 4 div ided  by Column 1.
(6) Column 4 tim es Oklahoma’s  d i s t r ib u t io n  o f consumer u n i ts  by income b ra c k e t.
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TABLE VI-8 
TRADITIONAL TAX INCIDENCE OF THE 
HOUSEHOLD SECTOR OF SALES TAX, INCLUDING 
EFFECT OF THE FEDERAL OFFSET: OKLAHOMA, 1973
Income
Group
Traditional
Tax
Incidence
(1)
Tax Incidence 
of Offset 
(2)
Average 
Incidence 
of Household 
Sector of 
Sales Tax 
(3)
Under $3,000 1.57 0 1.57
$3,000- 3,999 1.32 0 1.32
$4,000- 4,999 1.10 -.01 1.09
$5,000- 5,999 1.02 -.02 1.00
$6,000- 6,999 1.04 -.03 1.01
$7,000- 7,999 1.03 -.04 .99
$8,000- 9,999 .91 -.05 .86
$10,000-14,999 .80 -.06 .74
$15,000-24,999 .74 -.10 .64
$25,000 and over .53 -.13 .40
Average .822 -.08 .74
(1) From Table VI-2, Column 6.
(2) From Table VI-7, Column 5.
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using th e  t r a d i t i o n a l  procedure i s  even more r e g r e s s i v e  than  before» 
w i th  t h e  burden o f  t h e  lowes t  income group being almost  f o u r  t im es  g r e a t ­
e r  than  t h a t  o f  t h e  h i g h e s t  group.
The t o t a l  t a x  burden o f  consumers t h a t  i s  e f f e c t i v e l y  borne by 
t h e  f e d e r a l  government through th e  use o f  t h e  personal  o f f s e t  was $8.2 
m i l l i o n  in  1973, r e p r e s e n t in g  9.3 per  cen t  o f  Oklahoma's s a l e s  t a x  r e ­
c e i p t s  from households .  (See Table  VI-7,  Column 6 . )  When t h i s  consumer 
o f f s e t  i s  added t o  t h e  f e d e r a l  o f f s e t  provided f o r  t h e  s a l e s  t axes  paid 
by b u s in e s s ,  as d e s c r ib e d  l a t e r  in  t h i s  c h a p te r ,  i t  i s  recognized t h a t
t h e  f e d e r a l  government a c t u a l l y  bears  a s u b s t a n t i a l  p o r t i o n  o f  t h e  t o t a l
t ax  burden. Although i t  can be argued t h a t  i t  i s  t h e  in d iv id u a l  o r  b u s i ­
ness concern which a c t u a l l y  pays t h e  s a l e s  t a x ,  and thus  a reduc t ion  
i n  i n d iv id u a l  in c id e n c e  cannot  oc c u r ,  i f  t h e  o f f s e t  d id  no t  e x i s t ,  Okla­
homans would have paid much more to  t h e  f ed e r a l  government i n  i n d iv idua l  
and c o rpo ra te  income t a x e s .
Inc idence  o f  Sa les  Taxes Paid by Businesses
Although Oklahoma s a l e s  t ax e s  assumed t o  be s h i f t e d  forward and
paid by households  comprise  more than  t h r e e - f o u r t h s  o f  Oklahoma s a l e s  
t a x  revenue and revea l  a t r a d i t i o n a l  r e g r e s s i v e  in c id e n c e  p a t t e r n ,  t h e  
p o r t i o n  o f  s a l e s  t a x e s  pa id  by b u s ine s se s  can a l t e r  f i n a l  i n c idence  p a t ­
t e r n s .  The a c tua l  burden to  i n d iv id u a l  households  o f  t h e  bus iness  por ­
t i o n  o f  t h e  s a l e s  t a x  depends t o  a g r e a t  e x t e n t  on t h e  inc ide nce  assump­
t i o n s  made. This  a n a l y s i s  o f  bus iness  t axes  could c o n s t i t u t e  a s e p a r a t e  
s tu d y ,  bu t  f o r  p r e s e n t  pu rposes ,  an a t t empt  t o  i n c o r p o r a t e  t h e  bus iness  
s e c t o r  i n  a r e a l i s t i c —y e t  s imple—manner w i l l  be made.
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The bus in ess  p o r t i o n  o f  t h e  s a l e s  t a x  b a s i c a l l y  r e p r e s e n t s  a 
c o s t - t a x  burden.  Depending on th e  p o s i t i o n  o f  each bus iness  i n  i t s  spe ­
c i f i c  m arke t ,  t h e  t ax e s  can be e i t h e r  s h i f t e d  forward t o  consumers,  s h i f t ­
ed backwards t o  t h e  f a c t o r s  o f  p rod u c t io n ,  o r  absorbed by the  bus iness  
i n  t h e  form o f  reduced p r o f i t s .  Moreover,  a p o r t i o n  o f  t h e  Oklahoma 
s a l e s  t a x e s  paid  by bus ines s  can be export ed  t o  o t h e r  s t a t e s —e i t h e r  
t o  consumers o r  s h a r e h o l d e r s ,  e s p e c i a l l y  by th o s e  f i rms  wi th  a n a t io n a l  
market .
As exp la ined  in  Chapter  I I I ,  because o f  t h e  lack  o f  d a t a ,  the  
a l l o c a t i o n  o f  t h e  i n c id e n ce  o f  t h e  b us ine s s  p o r t i o n  o f  t h e  s a l e s  t a x  
i s  a t  b e s t  u n c e r t a i n .  However, i t  w i l l  be shown by apply ing va r ious  
s h i f t i n g  a ssum pt ions ,  t h a t  t h e  o v e r a l l  i n c i d e n c e  p a t t e r n  o f  t h e  s a l e s  
t a x  w i l l  no t  change s i g n i f i c a n t l y ,  r e g a r d l e s s  o f  t h e  s h i f t i n g  assumptions 
used.
At p r e s e n t ,  t h e  breakdown o f  t h e  sou rce  o f  Oklahoma's s a l e s  t a x  
revenue in  1973 i s  as fo l lows  ( in  thousands o f  d o l l a r s ) .
Tota l  Sa les  Tax Revenue $116,494.3
Household S e c to r  88 ,570 .9
Exported t o  T o u r i s t s  1 ,380 .0
Business  P o r t i o n  26 ,543 .4
Because o f  t h e  s t r u c t u r e  o f  Oklahoma's s a l e s  t a x  base and the  i tems t h a t  
a r e  t a x a b l e ,  i t  i s  assumed t h a t  a l l  bu s in e s s e s  pay a c e r t a i n  amount in  
s a l e s  t a x ,  r e g a r d l e s s  o f  t h e  i n d u s t r y  invo lved o r  whether  t h e  bus in ess  
i s  a c o r p o r a t i o n ,  s o l e  p r o p r i e t o r s h i p  o r  p a r t n e r s h i p . ^  I t  i s  a l s o  assumed
Admit t ed ly ,  t h e  t axe s  on such i tems  as o i l  f i e l d  equipment mean 
t h a t  a g r e a t e r  p ro p o r t io n  o f  s a l e s  t a x e s  a r e  borne by purchas ing f i r m s ,  
but  a t  p r e s e n t ,  t h i s  problem s h a l l  be ignored .
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t h a t  a l l  bu s ines s  concerns would keep a r eco rd  o f  t h e  s a l e s  t a x e s  p a id ,  
i n c lu d e  t h e s e  t a x e s  as bus iness  deduct ions  in  de te rmin ing  t a x a b l e  income 
f o r  c o rp o r a te  o r  personal  income t a x  d e t e r m i n a t i o n ,  and thus  o b t a i n  t h e  
b e n e f i t  o f  a f e d e r a l  o f f s e t .  The marginal  t a x  r a t e  d i f f e r s  f o r  c o rp o r a ­
t i o n s  and bus ines s  p r o p r i e t o r s  and p a r t n e r s .  Using t h e  n a t io n a l  average 
t h a t  85 .0  pe r  cen t  o f  bus iness  r e c e i p t s  a re  prov ided  by c o r p o r a t i o n s ,  
t h e  bus iness  p o r t i o n  o f  Oklahoma's s a l e s  t a x  revenue i s  d iv id e d  between 
t h e  two types  o f  bus iness  o r g a n i z a t i o n s  and t h e  r e l e v a n t  marginal  t a x  
r a t e  i s  a p p l i e d .  The r e s u l t s ,  g iven i n  Table  VI-9 ,  show t h a t  $12.1 m i l l i o n  
o r  45 .4  pe r  cen t  o f  t h e  bus iness  p o r t i o n  o f  t h e  s a l e s  t a x  i n  Oklahoma 
w i l l  be s h i f t e d  to  t h e  f ed e r a l  government v i a  t h e  o f f s e t ,  and $14.5 m i l ­
l i o n  must be a l l o c a t e d  e lsewhere.
The a l l o c a t i o n  o f  t h i s  $14.5 m i l l i o n  w i l l  i n i t i a l l y  be made f o l ­
lowing,  in  a general  manner,  McLure's procedure des c r ib ed  in  h i s  1967
8a r t i c l e  on t h e  i n t e r s t a t e  e x p o r t ing  o f  t a x e s .  F i r s t  o f  a l l ,  t h e  non­
o f f s e t  bus iness  p o r t i o n  o f  t h e  s a l e s  t a x e s  w i l l  be d i s t r i b u t e d  among 
major  non-government  i n d u s t r i e s  us ing t h e  pe rcen tages  t h a t  t h e  income 
o f  t h e s e  i n d u s t r i e s  i s  o f  t o t a l  p r i v a t e  pe rsona l  income i n  Oklahoma in  
1973. (See Table  V I -10 .)  Although government provided 21.1 pe r  cen t  
o f  Oklahoma's persona l  income in  1973, (a l a r g e r  p r o po r t ion  than  i n  t h e  
United S t a t e s  as a w ho le ) ,  t h e  a l l o c a t i o n  o f  t h e  s a l e s  t a x  payments ex­
c lude  t h e  government s e c t o r ,  s i n c e  i n  most c a s e s ,  government agenc ies  
a r e  exempt from t h e  payment o f  t h e  s a l e s  t a x .
Adhering t o  McLure's o p i n io n ,  i t  i s  assumed t h a t  p roduc t ion  o r
Charles  E. McLure, J r . ,  "The I n t e r s t a t e  Export ing o f  S t a t e  and 
Local Taxes:  Est imates  f o r  1962," Nat ional  Tax Journa l  20 (March, 1967):
56-60.  -
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TABLE VI-9
FEDERAL OFFSET PAID BY BUSINESS SECTOR AND 
TOTAL FEDERAL OFFSET RESULTING FROM SALES TAX DEDUCTIONS
OKLAHOMA, 1973
corporations
Percent of Business Recepits 85 15
Sales Taxes Paid^ $22,561,890 $3,981,510
Marginal Tax Rate^ 48 31
Taxes Offset $10,829,707 $1,234,268
Taxes to be Shifted $11,732,183 $2,747,242
Total Business Taxes (excluding
offset) to be allocated $14,479,425
Federal Offset from Sales Taxes in Oklahoma
Business Portion $12,063,975 = 45.4 per cent of sales taxes paid by
business
Personal Portion 8,209,841
Total $20,273,816 = 17.4 percent of all tax revenue
^Total sales taxes in Oklahoma assumed to be paid by business 
sector = $26,543,400.
2Appendix Table A-6 shows the derivation of the marginal tax rate 
for single proprietors and partnerships.
^Table VI-7, Column 6.
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TABLE V I-10
PERSONAL INCOME BY MAJOR SOURCES IN OKLAHOMA 
AND DISTRIBUTION OF SALES TAX BURDEN, 1973
Business Sales 
Taxes
Income by Industry
Amount 
(millions of 
dollars) 
(1)
Per Cent 
of Non-Gov’t. 
Income 
(2)
Allocated 
According to 
Industry Income 
(000)(3)
Portion 
Borne 
Locally 
(4)(000)
Total $8,698.1 100.0 $14,479 $10,335
Farm 801.1 11.7 1,694 753*
Non-Farm 7,897.0
Private 6,058.8 88.3
Manufacturing 1,466.6 21.4 3,099 620^
Mining 417.3 6.1 883 159*
Construction 511.2 7.5 1,086 1,086
Wholesale and 
Retail Trade 1,401.9 20.4 2,954 2,954
Finance, Insurance, 
Real Estate 406.9 5.9 854 854
Transportation, 
Communications, 
Public Utilities 680.6 9.9 1,433 1,433
Services 1,143.9 16.7 2,418 2,418
Other 30.4 0.4 58 58
Government 1,838.1
SOURCE: University of Oklahoma, Center for Economic and Management Research,
Statistical Abstract of Oklahoma, 1979.
^This reflects the difference between Oklahoma and U.S. income provided 
by these sectors.
^Assumption is that 20.0 per cent of the sales taxes paid by manufac­
turing is borne locally. See text.
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c o s t  t a x e s  on pu re ly  l o ca l  a c t i v i t i e s  a re  borne by consumers-, and f o r  
l a c k  o f  o t h e r  i n f o r m a t io n ,  i t  i s  assumed t h a t  f i rms  engaged i n  c o n s t r u c ­
t i o n ,  t r a d e ,  f i n a n c e ,  t r a n s p o r t a t i o n ,  communications, p u b l i c  u t i l i t i e s ,  
and s e r v i c e  a c t i v i t i e s  se rve  lo c a l  marke ts .  Once t h e  f e d e r a l  o f f s e t  
i s  deduc ted ,  t h e  s a l e s  t axe s  borne by th e s e  i n d u s t r i e s  a r e  assumed t o  
be s h i f t e d  t o  lo c a l  consumers and s h a l l  be a l l o c a t e d  acco rd ing  t o  t h e  
pe rcen tage  o f  t o t a l  consumption f o r  each income group.
Taxes paid  by t h e  remaining i n d u s t r i a l  c a t e g o r i e s :  a g r i c u l t u r e ,
mining,  and m anufac tu r ing ,  must be borne e i t h e r  l o c a l l y  o r  exported  o u t ­
s i d e  o f  Okalhoma. McLure e s t im a ted  t h a t  22.5 p e r  c e n t  o f  Oklahoma's 
manufactur ing  in  1958 was f o r  l oca l  marke ts .  Since Oklahoma's manufac­
t u r i n g  s e c t o r  between 1958 and 1973 inc re ase d  in  r e l a t i o n  t o  t h e  n a t i o n  
(a l though th e  p r o p o r t io n  o f  1973 manufactu r ing  to  o v e r a l l  income i n  
Oklahoma was s t i l l  on ly  t w o - th i r d s  o f  t h e  na t io n a l  a v e ra g e ) ,  i t  s h a l l  
be assumed t h a t  on ly  20 .0  p e r  cen t  o f  s a l e s  t ax e s  pa id by manufactu rer s  
was borne l o c a l l y .  For a g r i c u l t u r e  and min ing ,  t h e  d i s t r i b u t i o n  between 
loca l  and n a t io n a l  markets i s  determined acco rd ing  to  t h e  p o r t i o n  o f  
income produced by t h e s e  s e c t o r s  i n  Oklahoma compared t o  t h e  n a t io n a l  
d i s t r i b u t i o n .  (See Table  VI-10 ,  Column 4 . )
The r e s u l t  o f  t h i s  e x e r c i s e  i s  t h a t  $10.3 m i l l i o n  o f  t h e  b u s i ­
ness  p o r t i o n  o f  t h e  s a l e s  t a x  i s  assumed t o  be borne by i n d u s t r i e s  t h a t  
p r im a r i l y  s e rve  a l o c a l  market .  Since consumers have l i t t l e  cho ice  in  
t h e  consumption o f  l o ca l ly -p ro d u c e d  goods ( a l l  o f  which bear  any impl ied 
s a l e s  t a x ) ,  i t  i s  assumed t h a t  t h e  p o r t i o n  o f  bus iness  t ax e s  paid  by 
t h e s e  i n d u s t r i e s  i s  s h i f t e d  t o  loca l  consumers and i s  a l l o c a t e d  acco rd­
ing t o  t o t a l  consumption e x p e n d i tu re s .  This  d i s t r i b u t i o n  d i f f e r s  from
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t h a t  o f  t a x a b l e  consumption expenses t h a t  was d e r ive d  e a r l i e r  i n  o r d e r  
to  de te rmine  in c ide nce  o f  t h e  household s e c t o r  o f  t h e  s a l e s  t a x  in  t h e  
t r a d i t i o n a l  manner. S ince  t h e  bus ines s  t a x e s  a re  i n  e f f e c t  "hidden" 
in  t h e  c o s t  o f  a l l  goods and s e r v i c e s ,  t h e  t a x  base de f ined  by the  t a x  
s t a t u t e s  i s  no lo n g e r  a p p l i c a b l e .  Thus, t h e  d i s t r i b u t i o n  o f  t o t a l  con­
sumption expe nd i tu re s  prov ides  a b e t t e r  a l l o c a t i o n .  Although paid by 
consumers,  t h e  personal  f e d e r a l  o f f s e t  cannot  be a p p l i e d  t o  t h i s  p o r t i o n  
o r  t h e  t a x .
The remaining $4,144,000 in  b us ine s s  t ax e s  i s  supposedly borne 
by t r a n s a c t i o n s  o f  Oklahoma bus in ess  i n  a n a t i o n a l  s e t t i n g .  I f  t h e s e  
bus ines ses  dominated t h e i r  r e s p e c t i v e  i n d u s t r i e s  n a t i o n a l l y ,  i t  i s  a s ­
sumed t h a t ,  as wi th  l oca l  i n d u s t r i e s ,  t h e  c o s t  t a x  would t a k e  t h e  form 
o f  h ig h e r  p r i c e s ,  and thus  be s h i f t e d  t o  consumers.  Since the  consumers,  
however,  were o u t s i d e  o f  Oklahoma, t h e  e f f e c t  o f  t h i s  s h i f t i n g  would 
be an e x p o r t a t i o n  o f  t h e  t a x  burden.
Although Oklahoma i s  a l e a d e r  i n  t h e  p r oduc t ion  o f  pe troleum
and n a tu r a l  gas and has a l a r g e  a g r i c u l t u r a l  b a s e ,  no one f i rm  o r  group
o f  f i rm s  in  e i t h e r  o f  t h e s e  i n d u s t r i e s  o r  i n  t h e  m anufac tu r ing  s e c t o r
dominates t h e  n a t io n a l  market  t o  such an e x t e n t  t h a t  i t  can i n c r e a s e
t h e  p r i c e  o f  i t s  p roduct  i n  o r d e r  to  s h i f t  t h e  s a l e s  t a x  t h a t  i t  pays.
Likewise ,  t h e  s e l l i n g  p r i c e  o f  t h e  goods provided t o  t h e  na t io n a l  market
would not  change were t h e  Oklahoma s a l e s  t a x  e l i m i n a t e d .  As a r e s u l t ,
i t  seems rea sona b le  t o  assume t h a t  t h e  s a l e s  t a x  pa id  by th o s e  bus ines ses
;
s e rv i n g  a n a t io n a l  market  e i t h e r  a re  s h i f t e d  backwards t o  t h e  f a c t o r s  
o f  p roduct ion  o r  absorbed by bus iness  p r o f i t s .  P r o f i t s ,  o f  c o u r s e ,  can 
on ly  be reduced i f  a f i rm  i s  making p r o f i t s  i n  t h e  f i r s t  p l a c e ,  and f o r
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a com pet i t iv e  f i m ,  economic p r o f i t s  do not  e x i s t .  However, i t  i s  pos­
s i b l e  t h a t  t h e  r e t u r n  on inv es t e d  c a p i t a l  can be reduced,  and t h u s ,  in  
t h i s  manner,  a c o s t  t a x  ( r e p r e s e n t in g  a bus iness  payment o f  t h e  s a l e s  
t a x )  would be s h i f t e d  t o  c a p i t a l .
In McLure's op in ion t h e  s a l e s  t a x  paid by bus iness  wi th non­
dominated n a t io n a l  markets  would be borne i n  t h e  s h o r t  run e n t i r e l y  by 
p r o f i t s . ^  C a p i t a l ,  however, i s  more mobile  than  land o r  l a b o r ,  so in  
t h e  long run ,  60 pe r  cen t  o f  the  t a x  i s  assumed to  be s h i f t e d  t o  land 
and l a b o r ,  w i th  t h e  remaining 40 pe r  cen t  a l l o c a t e d  t o  p r o f i t s .  I t  i s  
t h e  long- run  s i t u a t i o n  t h a t  i s  impor tan t  i n  inc id e n ce  a n a l y s i s ,  and s i n c e  
the  a c tua l  amount o f  s a l e s  t axes  s h i f t e d  backwards i s  r e l a t i v e l y  s m a l l ,  
a s imple 50-50 a l l o c a t i o n  between l a b o r  and p r o f i t s  s h a l l  be made. This  
e s t i m a t e ,  combined wi th  t h e  consumer-sh i f t ed  d i s t r i b u t i o n  i n  Table  VI-11 
c o n s t i t u t e s  Business  Assumption A.
Assuming o n e -h a l f  o f  t h e  backwards - sh if ted  p o r t i o n  o f  t h e  s a l e s  
t a x  paid by bus iness  i s  borne by p r o f i t s  o r  owners , $2,072,000 w i l l  be 
d i s t r i b u t e d  i n  t h e  same way as d ividends  rece ived  as income by t h e  va r ious  
income b r a c k e t s .  The remaining $2,072,000 assumed s h i f t e d  t o  l a b o r  w i l l  
be a l l o c a t e d  according to  gross  wage d i s t r i b u t i o n .  A f te r  combining t h e  
t h r e e  p a r t s  involved in  t h e  s h i f t i n g  of  t h e  bus iness  p o r t i o n  o f  t h e  s a l e s  
t a x ,  t h e  average t a x  burden and t h e  inc ide nce  f o r  t h e  t e n  income groups 
i s  de termined.  The inc idence  p a t t e r n  r e s u l t i n g  from t h i s  e x e rc i s e  (Table  
VI-11,  Column 6) i s  s t i l l  r e g r e s s i v e ,  a l though  the  minimal v a r i a t i o n s  
between income groups a re  not  s i g n i f i c a n t .  In f a c t ,  when the  two lowest  and 
th e  h ig h e s t  income b racke ts  a r e  removed, t h e  r e s u l t  i s  b a s i c a l l y  p r o p o r t io n a l ,
Q
McLure, " I n t e r s t a t e  Expor t ing ,"  p. 57.
TABLE V I -11
ALLOCATION OF BUSINESS PORTION OF SALES TAX, 
ASSUMPTION A,* OKLAHOMA, 1973
Burden of
Income
Bracket
(dollars)
Portion to 
Local Consumer 
(000)
(1)
Portion Shifted Backwards Business Portion
Incidence
(6)
To Owner 
(2)
(000) 
To Labor 
(3)
Total 
(000) 
......(4)
Average
(5)
Under 3,000 $ 950.8 $ 18.6 $ 27.0 $ 996.4 $ 4.86 .20
3,000- 3,999 459.9 60.1 26.8 546.8 7.57 .18
4,000- 4,999 390.7 24.9 43.5 459.1 8.23 .15
5,000- 5,999 358.6 22.8 47.7 429.1 9.64 .15
6,000- 6,999 499.2 58.0 66.3 623.5 11.97 .15
7,000- 7,999 496.1 53.9 78.7 628.7 13.19 .15
8,000- 9,999 1,052.1 109.8 190.6 1,352.5 14.59 .14
10,000-14,999 2,439.1 190.6 549.1 3,178.8 18.48 .13
15,000-24,999 2,564.1 532.5 683.8 3,780,4 27.67 .13
25,000 and over 1,124.4 1,000.8 358.5 2,483.7 60.02 .12
Average or total $10,335.0 $2,072.0 $2,072.0 $14,479.0 $15.74 .13
*The business portion shifted to local consumers is allocated according to current consumption 
(Appendix Table A-7); the remainder is shifted backwards; one-half allocated to owners according 
to the distribution of dividends (Appendix Table A-8), and one-half is allocated to labor and 
distributed according to wages (Appendix Table A-9). It is assumed that $12,063,975 of the 
business portion of the sales tax is borne by the federal government through the offset.
COCO
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The p reced ing  a l l o c a t i o n  o f  t h e  bus iness  p o r t i o n  o f  t h e  s a l e s  
t a x  does no t  export  any t a x e s  t o  r e s i d e n t s  o f  o t h e r  s t a t e s .  Although 
th e  p o r t i o n  s h i f t e d  backwards t o  p r o f i t s  could be exported  i n  t h a t  s t o c k ­
ho lders  o f  Oklahoma companies a r e  r e s i d e n t s  o f  o t h e r  s t a t e s , ,  t h e  amount 
i s  so small t h a t  i t  would make l i t t l e  d i f f e r e n c e  i n  the  a c tua l  in c id e n c e  
p a t t e r n  deve loped.  Moreover,  i t  can be assumed t h a t  s i n c e  almost  a l l  
o t h e r  s t a t e s  i n  t h e  union have s a l e s  t a x e s  which a re  l i k e w i s e  e x p o r t e d ,  
Oklahoma r e s i d e n t s  w i l l  probably pay a s i m i l a r  pe rcen tage  o f  s a l e s  t axe s  
from o t h e r  s t a t e s .  Thus,  t h e  p o r t i o n  o f  Oklahoma bus in ess  t a x e s  expor ted 
elsewhere s h a l l  be ignored .
N e v e r th e l e s s ,  in  a d d i t i o n  t o  Business  Assumption A j u s t  p r e s e n t e d ,  
o t h e r  assumptions concerning t h e  burden o f  t h e  s a l e s  t a x  paid  by bus in ess  
can be made. Musgrave and D a i c o f f ,  f o r  example,  when e s t i m a t i n g  t h e  
in c i d e n c e  o f  t h e  bus ines s  p o r t i o n  o f  t h e  s a l e s  t a x ,  assumed t h a t  t h e  
f e d e r a l  o f f s e t  could be computed on ly  f o r  t h a t  p o r t i o n  o f  t a x e s  pa id  
t h a t  remained u n s h i f t e d .  Fol lowing t h e i r  procedure^^ i n  a l l o c a t i n g  c o s t -  
t a x  burdens ,  i t  i s  e s t im a ted  t h a t  approx imate ly  o n e - t h i r d  o f  t h e  $26.5 
m i l l i o n  in  s a l e s  t axes  assumed to  be paid by bus inesses  i n  Oklahoma i s  
e v e n tu a l l y  s h i f t e d  t o  t h e  consumer. These t a x e s ,  ($8 ,847 ,800 ) ,  d i s t r i b u t e d  
among income groups based on t h e  p e rcen tage  o f  t o t a l  consumption f o r  
each income group,  a r e  c a l c u l a t e d  i n  Table  VI-12,  Column 1. (The d i s t r i ­
bu t ion  o f  t o t a l  consumption i s  given  i n  Table  A-7 i n  t h e  Appendix.)
To a l l o c a t e  t h e  $17,695,600 in  bus in ess  s a l e s  t a x e s  assumed to  
be borne by reduced p r o f i t s ,  two assumptions must be made. F i r s t  o f
1 nRichard A. Musgrave and Darwin W. D ia c o f f ,  "Who Pays the  Michigan 
Taxes?" i n  Michigan Tax Study:  S t a f f  P a p e r s : (Lansing ,  Michigan, 1958): 
170-172.
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TABLE VI-12 
INCIDENCE ALLOCATION OF BUSINESS PORTION 
OF SALES TAX, ASSUMPTION B*, OKLAHOMA, 1973
Income
Bracket
(dollars)
Total Business 
Taxes Shifted 
to Consumers 
(1)
(000)
Burden of 
Business Portion 
Total Business . Assumption B
Taxes Borne------------- — *
by Profits Total
(2) (000) Average
(000) (3) (4)
Incidence
(5)
Under 3,000 $ 814.0 $ 79.6 $ 893.6 $ 4.36 .18
3,000- 3,999 393.8 256.6 650.4 9.00 .21
4,000- 4,999 334.4 106.2 440.6 7.90 .14
5,000- 5,999 307.0 97.3 404.3 9.08 .14
6,000- 6,999 427.3 247.7 675.0 12.96 .17
7,000- 7,999 424.7 230.0 654.7 13.73 .15
8,000- 9,999 900.7 468.9 1,369.6 14.77 .14
10,000-14,999 2,088.1 814.0 2,902.1 16.88 ,12
15,000-24,999 2,195.1 2,273.9 4,469.0 32.71 .15
25,000 and over 962.6 4,273.6 5,236.2 126.54 .26
Total or Average $8,847.8 $8,847.8 $17,695.6 $19.23 .16
^Following Musgrave*s and Daicoffs procedure. Assumption B assumes 
one-third of the $26,543,400 business sector or $8,847,800 is borne 
by the federal government through offset,
(1) One-third of business portion of sales tax allocated to consumers 
according to the distribution of total consumption In Table A-7, 
Column 3.
(2) Distributed according to proportion of dividends received by 
Income bracket. Table A-8, Column 3.
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a l l ,  s i n c e  t h e s e  t axes  r e p r e s e n t  a bus iness  c o s t ,  they  can be deducted 
from t a x a b l e  ea rn ings  when computing th e  f ede ra l  co rpo ra te  income t a x  
l i a b i l i t y .  Assuming an average marginal  r a t e  f o r  co rpo ra te  income o f  
50 pe r  c e n t ,  ( t h i s  s i m p l i f i c a t i o n  i s  higher  than a c t u a l ) ,  t h e  f ede ra l  
o f f s e t  then  i s  $8,847 ,800.  The second assumption a f f e c t s  t h e  d i s t r i b u ­
t i o n  o f  t h e  remaining equal amount. In t h a t  t h i s  p o r t i o n  o f  bus iness  
s a l e s  t a x e s  cannot  be s h i f t e d ,  bus iness  p r o f i t s  w i l l  be lower,  thereby  
reduc ing  the  income o f  the  owners o f  bus in ess .  S ince  dividends t r a d i ­
t i o n a l l y  r e f l e c t  ea rn ings  on bus iness  ho ld ings ,  i t  i s  assumed t h a t  t h e  
remaining $8,847,800 in  s a l e s  t a x  revenue i s  d i s t r i b u t e d  among income 
groups i n  t h e  same manner as t h e  d i s t r i b u t i o n  o f  div idend income. (Table 
VI-12,  Column 2 g ives  t h e  t a x  amounts based on t h e  div idend d i s t r i b u t i o n  
provided in  Table  A-8 in  t h e  Appendix.)
The average  amount o f  t h e  bus iness  p o r t i o n  o f  t h e  s a l e s  t a x  paid 
i s  e s t im a ted  according  to  income groups i n  Columm 4 o f  Table VI-12. The 
t a x  ranges from an a d d i t i o n a l  $4 f o r  t h e  lowest income b racke t  t o  $127 
f o r  t h e  h i g h e s t  group. In terms o f  i n c id e n ce ,  the  bus iness  s a l e s  t ax  
adds a burden o f  .16 pe r  cen t  t o  t h e  average household in  Oklahoma. The 
two lowest  groups,  however, experi ence  a s l i g h t l y  g r e a t e r  burden because 
o f  t h e  a l l o c a t i o n  o f  o n e - t h i r d  o f  t h e  bus iness  t a x  according t o  t h e  d i s ­
t r i b u t i o n  o f  t o t a l  consumption, which r e p r e s e n t s  a h igher  p ropor t io n  
o f  income f o r  lower income groups.
In c o n t r a s t ,  t h e  a l l o c a t i o n  o f  a t h i r d  o f  t h e  bus iness  s a l e s  
t ax e s  accord ing  to  div idend d i s t r i b u t i o n  in c re as e s  t h e  t a x  burden borne 
p r im a r i l y  by t h o se  households  wi th  incomes o f  $25,000 o r  more. (This 
income b rac ke t  has an i nc idence  o f  .26 per  c e n t . )  The o v e ra l l  e f f e c t  on
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in c ide nce  from a l l o c a t i n g  t h e  burden o f  t h e  s a l e s  t axes  paid by b u s in e s s ,  
however, i s  minimal .  Except f o r  t h e  h i g h e s t  income group,  t h e  a d d i t i o n a l  
t a x  burden i s  a lmost  p r o p o r t i o n a l .
A t h i r d  method of. a l l o c a t i n g  the  bus in ess  p o r t ion  o f  t h e  s a l e s  
t a x  (Assumption C) i s  t o  simply assume t h a t  o n e - h a l f  o f  t h e  t a x  i s  borne 
by consumers and a l l o c a t e d  according  to  t o t a l  consumption, o n e - f o u r th  
i s  s h i f t e d  backwards t o  l abo r  and a l l o c a t e d  according to  gross  wages,  
and o n e - f o u r th  i s  borne by p r o f i t s  and a l l o c a t e d  according t o  dividend 
d i s t r i b u t i o n .  These c a l c u l a t i o n s  w i l l  be made on t h e  $14,479,425 remain­
ing when t h e  f e d e r a l  o f f s e t  i s  assumed to  apply t o  the  e n t i r e  amount 
o f  bus iness  s a l e s  t a x e s  (as was t r u e  w i th  Assumption A) i n  t h e  way de­
p i c t e d  i n  Table  VI-9.  The in c id e n ce  ob ta ined  by t h i s  procedure i s  shown 
i n  Table VI-13 and i s  p r a c t i c a l l y  p ro p o r t io n a l  throughout  t h e  income 
range .
As was t r u e  w i th  t h e  o t h e r  bus in ess  assumpt ions .  Assumption C 
does no t  s h i f t  any p a r t  o f  t h e  bus in ess  s a l e s  t a x  t o  r e s i d e n t s  o f  o t h e r  
s t a t e s .  In o t h e r  words,  o u t s i d e  o f  t h e  s a l e s  t a x  assumed to  be paid 
by t o u r i s t s ,  t h e r e  i s  no t ax  ex p o r t i n g  o f  Oklahoma's s t a t e  s a l e s  t a x .  
McLure's i d e a  concerning  th e  e f f e c t  o f  a secondary o f f s e t ,  which r e f l e c t s  
a lower income t a x  burden due to  a r e d u c t io n  i n , t a x a b l e  income, could 
be app l i ed  when t h e  bus in ess  p o r t i o n  o f  t h e  s a l e s  t a x  i s  s h i f t e d  back­
wards.  The ac tua l  o f f s e t  amount, however, would be no s m a l l ,  i n c idence  
f o r  any one income group would not  change by more than .01 pe r  c e n t .
As a r e s u l t ,  t h e  secondary o f f s e t  i s  not  a pp l i ed  t o  t h i s  Oklahoma i n c i ­
dence s tudy .
The t o t a l  i nc ide nce  o f  Oklahoma's s a l e s  t a x ,  combining both t h e
TABLE V I-13
INCIDENCE ALLOCATION OF BUSINESS PORTION OF 
SALES TAX, ASSUMPTION C,* OKLAHOMA, 1973
One-Fourth One-Fourth Burden1 of
One-Half Borne Borne Business Portion
Income Distributed by Labor by Capital Total
Brackets by Consumption (000) (000) (000) Average Incidence
(dollars) (1)(000) (2) (3) (4) (5) (6)
Under 3,000 $ 666.1 $ 47.1 $ 32.6 $ 745.8 $ 3.64 .15
3,000- 3,999 322.2 47.1 105.0 474.3 6.57 .15
4,000- 4,999 273.7 7 6 .0 43.4 393.1 7.04 .13
5,000- 5,999 251.2 83.3 39.8 374.3 8.41 .13
6,000- 6,999 349.7 115.8 101.4 566.9 10.89 .14
7,000- 7,999 347.5 137.5 94.1 579.1 12.15 .14
8,000- 9,999 737.0 333.0 191.8 1,261.3 13.61 .13
10,000-14,999 1,708.6 959.2 333.0 3,000.8 17.45 .12
15,000-24,999 1,796.3 1,194.5 930.3 3,921.1 28.70 .13
25,000 and over 787.7 626.2 1,748.3 3,162.2 76.42 .16
Average/Total $7,240.0 $3,619.7 $3,619.7 $14,479.4 $15.74 .13
*Assumption C is that federal offset is taken initially as in Table VI-9, and the $14,479,425
remaining is allocated one-half, one-fourth, one-fourth to consumers on basis of total con-
sumption; to labor, according to distribution of wages ; and to capital, according to
OJ
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distribution of dividends.
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i n c id e n ce  o f  t h e  household p o r t i o n  and t h e  in c id e n c e  o f  t h e  bus in ess  
po r t i o n  using t h e  t h r e e  d i f f e r e n t  a ssumpt ions ,  i s  given in  Table  VI-14.  
Because t h e  f e d e r a l  o f f s e t  f o r  Assumption B prov ides  a s m a l l e r  deduc t ion 
than  f o r  Assumptions A and C, t h e  use o f  Business  Assumption B r e s u l t s  
i n  t o t a l  s a l e s  t a x  i n c ide nce  f o r  t h e  average  consumer o f  .90 pe r  cen t  
o f  BTAT income, compared to  t h e  .87 pe r  c e n t  average  using t h e  o t h e r  
two assumptions .  The d i f f e r e n c e s  among income groups us ing  t h e  t h r e e  
assumpt ions ,  however,  i s  minimal . In most c a s e s ,  o v e r a l l  i n c id e n ce  v a r i e s  
by l e s s  than  .03 p e r  c e n t .  The l a r g e s t  d i f f e r e n c e  occurs  f o r  t h e  i n ­
come group o f  $25,000 and o v e r ,  when i n c i d e n c e ,  us ing Assumption B, w i th  
o n e - t h i r d  o f  t h e  bus iness  p o r t i o n  assumed t o  be borne by p r o f i t s ,  i s  
.66 pe r  c e n t ,  compared t o  a .52 pe r  c e n t  i n c i d e n c e  average us ing  Assump­
t i o n  A.
No m a t t e r  what  assumptions a r e  used t o  a l l o c a t e  t h e  bus in ess  
p o r t i o n  o f  t h e  s a l e s  t a x ,  t h e  i n c ide nce  p a t t e r n  remains r e g r e s s i v e .  In  
t h a t  t h e  i n c id e n ce  o f  the  bus iness  p o r t i o n  i s  g e n e r a l l y  p r o p o r t i o n a l ,  
i t s  a d d i t i o n  t o  t h e  household p o r t i o n  does reduce t h e  r e g r e s s i v i t y  o f  
t h e  o v e r a l l  s a l e s  t a x  i nc ide nce .  Whereas t h e  i nc ide nce  determined in  
t h e  t r a d i t i o n a l  manner o f  t h e  household p o r t i o n  o f  t h e  s a l e s  t a x  i s  a l ­
most fo u r  t imes g r e a t e r  f o r  t h e  lowes t  compared to  t h e  h ig h e s t  income 
groups,  t h e  a d d i t i o n  o f  the  bus iness  p o r t i o n  r e s u l t s  in  an i n c ide nce  
d i f f e r e n c e  o f  3 .4  t imes to  2.65 t imes between h ig h e s t  and lowest  income 
groups,  depending on t h e  bus iness  assumption made.
To summarize, t h e  burden from t h e  s t a t e  s a l e s  t a x  f o r  t h e  a v e r ­
age fami ly  u n i t  i n  Oklahoma i s  l e s s  than  one pe r  cen t  o f  BTAT (before  
t a x - a f t e r  t r a n s f e r s )  income. Even th o se  f a m i l i e s  in  t h e  lowes t  income
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XAKl E V i - 1 4
TOTAL INCIDENCE OF OKLAHOMA SALES TAX, 1973
Income
Bracket
(dollars)
Incidence of 
Household Sector 
Including Federal 
Offset Effect 
(1)
Incidence Including Business 
Portion Assumptions
A(2) B(3) C(4)
Under 3,000 1.57 1.77 1.75 1.72
3,000- 3,999 1.32 1.50 1.53 1.47
4,000- 4,999 1.09 1.24 1.23 1.22
5,000- 5,999 1.00 1.15 1.14 ■ 1.13
6,000- 6,999 1.01 1.16 1.18 1.15
7,000- 7,999 .99 1.14 1.14 1.13
8,000- 9,999 .86 1.00 1.00 .99
10,000-14,999 .74 .87 .86 .86
15,000-24,999 .64 .77 .79 .77
25,000 and over .40 .52 .66 .56
Average .74 .87 .90 .87
*The federal offset deducted from business portion is $3,216,175 less 
for Assumption B than for Assumptions A and C.
(1) From Table VI-8, Column 3.
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t a x  b rac ke t  bear  an o v e r a l l  burden o f  l e s s  than two per  c e n t ,  t h e  e x i s t ­
ing  s t a t e  s a l e s  t a x  r a t e .  Moreover,  no m a t t e r  what assumptions a re  used 
to  d i s t r i b u t e  t h e  household o r  bus iness  p o r t ions  o f  t h e  t a x ,  t h e  inc id e n ce  
p a t t e r n  remains r e g r e s s i v e ,  though perhaps not  t o  t h e  e x t e n t  o r i g i n a l l y
I
thought  by e a r l i e r  in c id e n c e  a n a ly s e s .  For t h e  middle  income b r a c k e t s ,  
t h e r e  i s  a lmost  no d i f f e r e n c e .  Also,  i t  must be recognized  t h a t  t h e  
in c id e n c e  assumptions used mean t h a t  t h e  f ede ra l  government a c t u a l l y  
bears  17.3 per  cen t  o f  t h e  s t a t e  s a l e s  t a x  because o f  the  o f f s e t .  I f  
t h e  o f f s e t  did  no t  e x i s t ,  the  r e s u l t i n g  in c id e n ce  p a t t e r n  would,  in  gen­
e r a l ,  be l e s s  r e g r e s s i v e ,  s i n c e  those  in  h igher  income b racke ts  r e c e iv e  
a g r e a t e r  b e n e f i t  from t h e  o f f s e t .
L im i ta t io n s  o f  t h e  Inc idence  Analysis  
Although the  p receding  p r e s e n t a t i o n  o f  t h e  inc id e n ce  o f  Oklahoma's 
r e t a i l  s a l e s  t a x  seems q u i t e  e x a c t ,  t h e  l i m i t a t i o n s  and s i m p l i f i c a t i o n s  
embodied in  t h e  a n a ly s i s  need t o  be recognized .  The problems r e l a t e d  
to  Browning's sou rc e s -o n ly  approach in  computing t h e  inc ide nce  o f  t h e  
s a l e s  t a x  have a l r e a d y  been s t a t e d .  The a p p l i c a t i o n  o f  t h e  so u rc e s -  
on ly  theo ry  b a s i c a l l y  depends on whether  t r a n s f e r s  vary  wi th  consumer 
p r i c e s .  There i s  a l s o  t h e  q u e s t io n  o f  any lag  t ime involved in  t h e  ad­
ju s tm e n t .  In t h a t  t h e  r e a l  va lu e  o f  t r a n s f e r s  does d e c l i n e  fo l lowing  
t h e  im pos i t ion  o f  a t a x ,  the  a l l o c a t i o n  o f  t axes  only t o  f a c t o r  income 
w i l l  u n d e r s t a t e  t h e  t a x  burden f o r  t hose  income groups r e c e iv in g  a l a r g e  
p o r t i o n  o f  t o t a l  income from t r a n s f e r s .
Moreover, the  Browning model , which was o r i g i n a l l y  developed 
i n  terms o f  a na t iona l  a n a ly s i s  o f  a general  s a l e s  t a x ,  cannot  be e a s i l y  
adapted  f o r  an ind iv idua l  s t a t e ,  s i n c e  t h e  s a l e s  t a x  i s  not  g e n e ra l—and
142
t h e r e  i s  no guaran tee  t h a t  th e  amount o r  type  o f  product ion  o r  th e  pro­
p o r t i o n  o f  f a c t o r  use w i l l  not  be a f f e c t e d  by a t a x  t h a t  a p p l i e s  to  only 
a p o r t i o n  o f  t h e  economy. These s im p l i f y in g  assumpt ions,  p lus  those  
o f  p e r f e c t  market  compet i t ion  and f u l l  employment, a r e  th e  b a s i c  t e n a n t s  
upon which Browning's general  e q u i l ib r iu m  model was b u i l t .  Though no 
a t t em p t  has been made t o  a d j u s t  f o r  p o s s ib l e  changes t h a t  a s a l e s  t a x  
may cause  in  t h e  market  s t r u c t u r e ,  i t  i s  necessa ry  t o  r e a l i z e  t h a t  t a x  
e f f e c t s  not  r e f l e c t e d  by t h e  model could occur .
A problem more r e l a t e d  t o  t h e  p r a c t i c a l  a p p l i c a t i o n  o f  t h e  t r a d i ­
t i o n a l ,  as wel l  as th e  Browning, model concerns the  ac tua l  s t a t i s t i c s  
used.  As mentioned e a r l i e r ,  a lmos t  a l l  t h e  da ta  used in  t h e  s tudy  a re  
e s t i m a t e s .  Though t h e s e  have been based on a c e r t a i n  knowledge o f  e x i s t ­
ing c o n d i t i o n s ,  t h e r e  i s  s t i l l  no guaran tee  t h a t  t h e  numbers assumed 
f o r  Oklahoma's p o pu la t ion  d i s t r i b u t i o n ,  income,  and consumption a re  ac ­
c u r a t e .  Moreover, t h e  e n t i r e  i n c id e n c e  a n a ly s i s  has been one o f  averages.  
The burden f o r  each income b rac ke t  has been determined according  t o  the  
average t a x  paid by th e  average  fami ly  u n i t .  I t  i s  u n l i k e l y  t h a t  any 
one fami ly  i s  t y p i c a l  o f  t h e  average i n  terms o f  fami ly  s i z e ,  age composi­
t i o n ,  source o f  income, and consumption e x p e n d i tu re s .
As has been no ted ,  t h o se  f a m i l i e s  i n  th e  lower income b racke ts  
a r e  t y p i c a l l y  s m a l l e r —an average  o f  1 .6  persons pe r  f amily  f o r  those  
fami ly  u n i t s  w i th  money incomes under $3000 compared t o  an average 3.6 
t o  3 .7  person s i z e  f o r  t h o s e  u n i t s  w i th  annual money incomes o f  $20,000 
o r  more. The e l d e r l y  and the  young,  who a r e  a t  lower p o in t s  in  t h e i r  
l i f e - t i m e  income c y c l e ,  a re  d i s p r o p o r t i o n a t e l y  r ep re s en te d  in  t h e  lower 
income b r a c k e t s .  Thus, both fam i ly  s i z e  and age d i s t r i b u t i o n  combine
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t o  overemphasize t h e  a c tu a l  t a x  burden borne by t h o se  in  t h e  lower income 
groups.  In t h a t  t h e  lower income groups r e c e iv e  a major  p o r t i o n  o f  t h e  
b a s i c a l l y  t a x - n e u t r a l  t r a n s f e r  income, Browning's s o u rc e s -o n ly  i nc idence  
a n a l y s i s  has m e r i t .
A c o n s id e r a t i o n  t h a t  tends  t o  o v e r s t a t e  t h e  r e g r e s s i v e n e s s  o f  
t h e  r e t a i l  s a l e s  t a x  burden us ing t h e  t r a d i t i o n a l  procedure i s  t h a t  many 
in -k in d  t r a n s a c t i o n s  a r e  no t  counted in  t h e  income base used f o r  i n c i ­
dence de te r m in a t io n .  The expanded income measure used in  t h i s  s tudy  
at tempted  to  i n c lu d e  v a r ious  types  o f  i n -k in d  and i n f e r r e d  income in  
t h e  o v e r a l l  income base.  A 1980 Wall S t r e e t  Journa l  a r t i c l e ,  however, 
imp l ie s  t h a t  t h e  s o - c a l l e d  "underground economy"--where bus iness  t r a n s ­
a c t i o n s  occur  o u t s i d e  t h e  t r a d i t i o n a l  s t a t i s t i c a l l y - r e p o r t e d  s e c t o r — 
could r e p r e s e n t  as  much as 27 p e r  cent,  o f  t h e  gross  na t io n a l  p roduct .  
Although th e  a r t i c l e  i n d i c a t e s  t h a t  much o f  t h i s  growth had occurred
in  r e c e n t  y e a r s ,  even i n  1973, t h e  "underground economy" probably  ac-
11counted f o r  as much as 10 pe r  c e n t  o f  t h e  6NP.
The importance o f  t h i s  f a c t  i n  a t a x  i n c id e n c e  s tudy  i s  t h a t  
much o f  t h e  non - repor ted  a c t i v i t y  probab ly  occurs  i n  t h e  lower- income 
groups.  The employee r e c e i v i n g  wages from an e s t a b l i s h e d  f i rm  o r  t h e  
person r e c e iv i n g  income from d i v id e n d s ,  i n t e r e s t  o f  r e n t  cannot  e a s i l y  
escape e i t h e r  t h e  GNP o r  t a x  r e c o r d s .  These sources  provide  most o f  
t h e  income f o r  t h o se  f a m i l i e s  i n  t h e  middle  o r  h ig h e r  income b r a c k e t s .  
The e l d e r l y ,  r e t i r e d  pe rson  o r  t h e  i n d iv id u a l  on w e l f a r e ,  i n  c o n t r a s t ,  
can more e a s i l y  perform a small s e r v i c e ,  whether  f o r  cash o r  i n  exchange
Alf red  L. Malabre,  J r . ,  "Underground Economy Grows and Grows," 
Wall S t r e e t  J o u r n a l , 20 October  1980, p. 1. See a l s o  Robert  D. F i e r r o ,  
" In Cash We T r u s t , "  (Reprin ted  from Prime Time),  Eas te rn  Review (March 
1981): 57+.
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f o r  goods o r  s e r v i c e s ,  w i th o u t  t h e  n e c e s s i t y  o f  r e p o r t i n g  the  t r a n s a c t i o n .  
The r e s u l t  i s  t h a t  t h e  income o f  t hose  i n  t h e  lower income b rac k e t s  i s  
u nde r r epo r ted .  This  u n d e r r e p o r t in g  o f  income means t h a t  t h e  f ede ra l  
o r  s t a t e  income t a x  can be evaded,  a l though a s a l e s  t a x ,  pa id  a t  the  
p o i n t  o f  pu rchase ,  cannot  be avoided .  In any s i t u a t i o n ,  however, t a x  
i n c i d e n c e ,  when expressed as a pe rcen ta ge  o f  recorded  income only  would 
be h ig h e r  than  t h a t  based on ac tua l  f am i ly  income. In t h a t  lower income 
f a m i l i e s  have a l a r g e r  amount o f  un repor ted  income, t h e  i n c id e n c e  o f  
a t a x  would appear  t o  be more r e g r e s s i v e  than  r e a l i t y .
The income measure used as a base can a l s o  a f f e c t  t h e  p a t t e r n  
o f  i n c id e n c e  in  o t h e r  ways. For example,  i f  t ax e s  a re  measured a g a in s t  
an a f t e r - t a x  income base ,  both t h e  a c tua l  amount and t h e  pe rcen tage  re4 
d uc t io n  i n  the  income measure o f  t h o s e  consumer u n i t s  in  t h e  h igher  income 
b r a c k e t s  would be g r e a t e r  than  t h a t  o f  lower income groups.  Higher income 
b rac k e t s  a r e  burdened by t h e  r a t h e r  p r o g r e s s iv e  c o r p o r a t e  and in d iv id u a l  
income t a x .  In t h a t  a f t e r - t a x  income i s  s m a l l e r  f o r  t h o s e  i n  t h e  h igher  
income groups ,  t h e  r e g r e s s i v e n e s s  o f  any t a x  i s  reduced .
Another q u e s t i o n  d i sc u s s e d  e a r l i e r  about  t h e  components o f  t h e  
income base i s  whether  i n d i r e c t  t ax e s  impl ied i n  reduced sources  o f  i n ­
come should be added i n t o  t h e  BTAT income f i g u r e .  Because only one i n ­
come measure t o  be used w i th  v a r ious  methods o f  de te rm in in g  in c id e n c e  , 
was d e s i r e d  in  t h i s  s t u d y ,  and because t h e  a d d i t i o n  o f  i n d i r e c t  t axes  
would r e q u i r e  t h e  computat ion o f  t h e  in c id e n c e  o f  t ax e s  o t h e r  than  t h e  
r e t a i l  s a l e s  t a x ,  t h e  sou rces -based  t a x e s  were no t  i nc luded  i n  t h e  BTAT 
income fo rm ula ted .  Had t h e s e  t ax e s  been i n c l u d e d ,  however, BTAT income 
f o r  a l l  income groups would have been h igher  and thus  i n c id e n c e  would
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would have been lower.  The change in  t h e  in c id e n c e  p a t t e r n  would have 
been s l i g h t .
F i n a l l y ,  when inc idence  o f  on ly  one t a x  i s  t h e  o b j e c t  o f  a s tu d y ,  
t h e r e  i s  t h e  d i f f i c u l t y  o f  s e p a r a t i n g  t h a t  t a x  from t h e  e n t i r e  t a x  system. 
Inc idence  s tu d i e s  developing the  burden o f  t h e  e n t i r e  t a x  system, f o r  
example,  a re  no t  concerned w i th  t h e  problem o f  how t o  account  f o r  the  
f ed e ra l  t a x  o f f s e t ,  s in c e  o v e ra l l  t a x  burden i s  t h e  same r e g a r d le s s  o f  
which t ax  bears  the  burden. In a d d i t i o n ,  t h e  r e c o g n i t i o n  t h a t  p a r t  o f  
t h e  r e t a i l  s a l e s  t a x  i s  borne by b u s in e s s ,  as opposed to  households ,  
means t h a t  s e p a r a t e  s h i f t i n g  assumptions must be made, using very l i t t l e  
confirmed in fo rm a t ion .  The r e s u l t  i s  t h a t  by acknowledging t h e  many 
l i m i t a t i o n s  o f  inc idence  computat ions,  only general  conc lus ions  can be 
made regard ing  the  a n a l y s i s .
CHAPTER V I I
OKLAHOMA RETAIL SALES T A X -IN C ID E N C E :  CONCLUSIONS
Inc idence  o f  Oklahoma's r e t a i l  s a l e s  t a x ,  as revea led  i n  t h e  
preced ing  a n a l y s i s ,  i s  in f luenced  by many f a c t o r s  and dependent  on a 
v a r i e t y  o f  assumptions.  I r r e s p e c t i v e  o f  t h e  va r ious  averages and com­
promises  used,  t h e  o v e ra l l  burden o f  t h e  s t a t e  s a l e s  t a x  i s  r e l a t i v e l y  
small ( l e s s  than  one pe r  cen t  o f  t h e  broad income measure f o r  t h e  a v e r ­
age t a x p a y e r ) .  The inc idence  p a t t e r n ,  when based on t axes  paid on t a x ­
a b le  consumption and in c lu d in g  th e  e f f e c t  o f  t h e  f ed e r a l  o f f s e t  and the  
p o r t i o n  o f  s a l e s  t axes  pa id  by b u s in e s s ,  i s  indeed r e g r e s s i v e ,  bu t  not  
t o  t h e  e x t e n t  t r a d i t i o n a l l y  assumed e i t h e r  in  r ea l  terms o r  p r o p o r t i o n a l l y .
I f  r e t a i l  s a l e s  t axes  in  Oklahoma in  1973 s imply r e f l e c t e d  th e  
d i s t r i b u t i o n  o f  t o t a l  consumption expend i tu res  by income group, t a x  i n ­
c idence  would revea l  a s t ro n g  r e g r e s s i v e  p a t t e r n  as shown in  Table  VII -1 .  
The t a x  burden f o r  t h e  lowest  income group (with annual money incomes 
l e s s  t h an  $3,000) would a c t u a l l y  be more than  t h e  2 .0  pe r  c en t  a p p l i c a b l e  
s a l e s  t a x  r a t e ,  s in c e  in  many c a s e s ,  consumption exceeds income among 
t h e  poor .  When s a l e s  t axes  a r e  a pp l i e d  only t o  t a x a b l e  consumption, 
however, and when i t  i s  recognized  t h a t  t h e  f ede ra l  government bears  
p a r t  o f  t h e  t a x  burden through th e  t a x  o f f s e t  and t h a t  p a r t  o f  t h e  s a l e s  
t a x  i s  borne by bus iness  n e c e s s i t a t i n g  va r ious  s h i f t i n g  assumpt ions,  
t h e  inc idence  p a t t e r n  o f  t h e  r e t a i l  s a l e s  t a x  changes.
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TABLE VII-1
ALLOCATION OF SALES TAX REVENUE ACCORDING TO DISTRIBUTION
OF TOTAL CONSUMPTION EXPENDITURES , OKLAHOMA, 1973
Per Cent Allocation of Retail
Income Distribution Sales Tax
Bracket of Total Total Incidence
(dollars) Consumption Taxes Paid Average (Per cent)
(1) (2)(000) (3) (4)
Under 3,000 9.20 $ 10,717.5 $ 52.28 2.11
3,000- 3,999 4.45 5,184.0 71.77 1.67
4,000- 4,999 3.78 4,403.5 78.92 1.45
5,000- 5,999 3.4? 4,042.4 90.81 1.37
6,000- 6,999 4.83 5,626.7 108.05 1.39
7,000- 7,999 4.80 5,591.7 117.30 1.31
8,000- 9,999 10.18 11,859.1 127.92 1.21
10,000-14,999 23.60 27,492.7 159.86 1.11
15,000-24,999 24.81 28,902.2 211.53 .97
25,000 and over 10.88 12,674.6 306.30 .63
Average or total 100.00 $116,494.3 $126.62 1.08
(1) Table A-7, Column 3.
(2) Sales taxes are allocated according to the distribution
in Column 1, assuming all taxes are borne by consumers 
and not allowing for the effect of the federal offset.
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As summarized in  Tab le  VI-14 ,  o v e r a l l  burden o f  t h e  s t a t e  s a l e s  
t a x  in  Oklahoma in 1973 ranged from 1.77 pe r  cen t  o f  b e f o r e - t a x ,  a f t e r ­
t r a n s f e r s  (BTAT) income f o r  t h e  lowest  income group t o  on ly  .52 p e r  cen t  
o f  BTAT income f o r  t h e  ave rage  consumer u n i t  w i th  money income o f  $25,000 
and over .  In r e a l i t y ,  t h e  pr imary e f f e c t  o f  t h e  i n c id e n c e  methodology 
used i n  t h i s  s tudy  i s  a r ed u c t io n  in  t h e  o v e ra l l  t a x  burden f o r  a l l  i n ­
come b r a c k e t s .  The pe rc e n ta g e  change among income b r a c k e t s  i s  minimal .
In f a c t ,  i f  i n c ide nce  i s  determined f o r  only t h o se  s a l e s  t a x e s  remaining 
a f t e r  excluding  t h e  p o r t i o n  borne by t h e  f e d e r a l  o f f s e t  and o u t - o f - s t a t e  
t o u r i s t s ,  t h e  i n c id e n ce  p a t t e r n  i s  a lmost  i d e n t i c a l  t o  t h e  t r a d i t i o n a l  
r e s u l t s  in  Table  VI-14. (See Table  A-11.)
The ve rs ions  o f  t h e  t r a d i t i o n a l  method p resen ted  in  Table  VI-14 
show t h a t  t h e  d i f f e r e n t  assumptions used to  de te rmine  consumption expen­
d i t u r e s  by income group o r  to  a l l o c a t e  t h e  p o r t i o n  o f  t h e  s a l e s  t a x  paid 
by bus ines ses  a c t u a l l y  have l i t t l e  e f f e c t  on t h e  even tual  i n c id e n c e  p a t ­
t e r n .  The r e c e n t  hypo thes i s  by Edgar K. Browning, in  c o n t r a s t ,  r e l a t i n g  
s a l e s  t a x  payments only t o  f a c t o r  income (exc lud ing  t r a n s f e r s )  on t h e  
sources  s i d e  o f  t h e  income e q u a t io n ,  d id  r e s u l t  i n  a p r o g r e s s iv e  i n c i ^  
dence p a t t e r n .  However, when th e  . d i f f e r e n c e s  in  consumpt ion-sav ings 
p a t t e r n s  among income b rac k e t s  were cons ide red  on t h e  uses  s id e  o f  t h e  
income e q u a t io n ,  and when t h e  l i m i t a t i o n s  o f  Browning's a n a l y s i s  r e l a t i n g  
t r a n s f e r  payments and a s t a t e  t a x  were r ec ogn ize d .  Browning's  procedure 
a l s o  r e s u l t e d  in  a r e g r e s s i v e  in c id e n ce  p a t t e r n ,  s i m i l a r  t o  t h e  t r a d i ­
t i o n a l  r e s u l t .  The s a l e s  t a x  i n c id e n ce  p a t t e r n s  r eve a le d  by t h e s e  va r ious  
procedures  a re  p l o t t e d  i n  Char t  VI I -1 .
The l i m i t a t i o n s  o f  t h e  ac tua l  inc idence  computat ions o f  Oklahoma's
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CHART V I I - 1
INCIDENCE OF OKLAHOMA'S RETAIL SALES TAX USING VARIOUS APPROACHES
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r e t a i l  s a l e s  t a x  were d i sc usse d  i n  d e t a i l  i n  Chapter  VI and e a r l i e r .
They included  p o s s i b l e  i n a c c u ra c i e s  in  making th e  many e s t im a te s  need­
ed f o r  t h e  a n a l y s i s ,  que s t i o n s  r egard ing  t h e  income base s e l e c t e d ,  t h e  
r e l i a b i l i t y  o f  t h e  s h i f t i n g  assumptions used,  and th e  u n r e a l i s t i c  r e s u l t s  
t h a t  o f t e n  p r e v a i l  when a s u b je c t  i s  approached us ing g e n e r a l i t i e s .  In 
a l l  r e s p e c t s ,  t h e  p r a c t i c a l  a d a p ta t i o n  o f  inc id e n ce  th e o r y ,  e s p e c i a l l y  
in  a s t a t e  s e t t i n g ,  i s  a r a t h e r  u n s o p h i s t i c a te d  a p p l i c a t i o n  o f  the  gen­
e r a l  e q u i l ib r iu m  in c id e n ce  models d e sc r ibed .
Before ending t h i s  a n a l y s i s ,  however, i t  seems a p p ro p r i a t e  to  
view Oklahoma's r e t a i l  s a l e s  t a x  i n c idence  using  two a l t e r n a t i v e  approaches.  
F i r s t  o f  a l l ,  t h e  change in  i nc idence  p a t t e r n s  t h a t  would occur  i f  food 
were exempted from Oklahoma's income base i s  surveyed .  Secondly,  Okla­
homa's r e t a i l  s a l e s  t a x  inc ide nce  i s  compared w i th  t h a t  o f  a p ropo r t iona l  
s t a t e  income t a x  i n  a d i f f e r e n t i a l  a n a l y s i s .  These comparisons a r e  im­
p o r t a n t  i n  o r d e r  t o  e v a lu a t e  p o s s ib l e  changes in  s a l e s  t a x  po l ic y .
E f f e c t  o f  Exempting Food from t h e  Tax Base
A con t inua l  d i s c u s s io n  in  Oklahoma, by t h e  l e g i s l a t u r e  and c i t i ­
zens a l i k e ,  i s  t h e  d e s i r a b i l i t y  o f  exempting food ( u s u a l ly  only t h a t  
food consumed a t  home) from t h e  s a l e s  t a x  base.  The purpose i s  to  e l i m i ­
n a t e  t h e  s a l e s  f a x  burden on a n e c e s s i t y .  ( P r e s c r i p t i o n  drugs a re  ano the r  
i tem o f te n  suggested  f o r  exemption.)  Since lower income groups,  i n  com­
pa r i son  to  h igher  income groups,  spend a l a r g e r  p r o po r t ion  o f  t h e i r  i n ­
come on food ,  i t  i s  assumed t h a t  were food exempted from t h e  s a l e s  t a x
ba s e ,  t h e  inc id e n ce  p a t t e r n  would be l e s s  r e g r e s s i v e .
Of t h e  45 s t a t e s  wi th r e t a i l  s a l e s  t a x a t i o n ,  21 exempted th e  s a l e  
o f  food f o r  consumption away from th e  p lac e  o f  s a l e  as o f  September,  1978.
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The s a l e s  t a x  r a t e  in  t h e  s t a t e s  w i th  food exempted, however, was h igher  
than th e  2 .0  pe r  cen t  r a t e  i n  Oklahoma. Even when i t  i s  recognized  t h a t  
loca l  s a l e s  t ax e s  o f t e n  a re  added to  t h e  s t a t e  r a t e  and apply t o  the  
same consumer goods,  Oklahoma's s a l e s  t a x  r a t e  i s  r e l a t i v e l y  low. Most 
communities in  Oklahoma levy an a d d i t i o n a l  2 . 0  p e r  c e n t  s a l e s  t a x ,  r e ­
s u l t i n g  in  an e f f e c t i v e  s a l e s  t a x  r a t e  o f  4 .0  p e r  c e n t .  More than h a l f  
o f  t h e  s a l e s - t a x i n g  s t a t e s  in  t h e  United S t a t e s  a l low f o r  s i m i l a r  add i ­
t i o n a l  loca l  s a l e s  t a x a t i o n .  Of th o se  s t a t e s  t h a t  both exempt food from 
th e  base and do no t  a l low loca l  s a l e s  t a x e s  t o  be l e v i e d ,  only North 
Dakota and Vermont have a t a x  r a t e  lower t h an  t h e  4 .0  pe r  cen t  s t a t e  
and loca l  r a t e  e f f e c t i v e  in  Oklahoma.^ Thus, i f  Oklahoma were t o  exempt 
food and /o r  drugs from t h e  s a l e s  t a x  ba se ,  i t  would be r e a l i s t i c  t o  assume 
t h a t  t h e  s a l e s  t a x  r a t e  would have t o  i n c r e a s e ,  un less  s e r v i c e s  provided 
by s a l e s  t a x  revenue were to  be s e v e r e ly  c u r t a i l e d .
In a p p l i c a t i o n ,  severa l  s t u d i e s  have used t o t a l  consumption expen­
d i t u r e s  l e s s  food consumed a t  home as t h e  t a x a b l e  base f o r  de termining  
s a l e s  t a x  in c id e n c e .  Although a r e g r e s s i v e  p a t t e r n  i n  s a l e s  t a x  i n c i ­
dence s t i l l  o c c u r s ,  t h e  e x t e n t  o f  t h e  r e g r e s s i v e n e s s  i s  l e s s  than  when 
t o t a l  consumption expend i tu re s  p rov ide  t h e  s a l e s  t a x  base.  Table  VII-2 
shows how exempting food consumed o f f  t h e  premises  from Oklahoma's s a l e s  
t a x  base a f f e c t s  s a l e s  t a x  i n c i d e n c e ,  us ing  t h e  t r a d i t i o n a l  method advo­
ca ted  e a r l i e r .  So t h a t  t a x  revenue i s  not  reduced ,  i t  i s  assumed t h a t  
th e  s a l e s  t a x  r a t e  must be i n c r e a s e d .  The e q u iv a l e n t  r a t e  using  1973 
f i g u r e s  would be 2.64  pe r  cent  o f  t a x a b l e  consumption i f  food purchases
Tax Foundat ion ,  I n c . ,  Facts  and Figures  on Government Finance , 
20th Biennia l  e d i t i o n ,  1979 (New York, 1980):  Se c t ion  V.
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were excluded.  (Only s a l e s  t axes  i n i t i a l l y  paid by ind iv idua l  house­
holds i s  cons ide red  a t  t h i s  t im e . )
I f  food were excluded from t h e  t a x  base i n  Oklahoma, inc idence  
determined i n  t h e  t r a d i t i o n a l  method (Column 5) would s t i l l  be r e g r e s ­
s i v e ,  d e c l i n i n g  from 1.31 pe r  cen t  o f  BTAT income f o r  t h e  lowest  income 
group to  .60 pe r  cen t  f o r  those  households  w i th  incomes o f  $25,000 and 
ove r .  Although th e  burden o f  t h e  lowest  group i s  s t i l l  more than  two 
t imes g r e a t e r  than  t h e  h ig h e s t  income group,  th e  d i f f e r e n c e  i s  not  as 
g r e a t  as t h a t  determined us ing t h e  c u r r e n t  base ,  w i th  food inc lude d .
(Table V I I -2 ,  Column 6 . )  In f a c t ,  when food i s  removed from t h e  t a x  
base ,  i n c id e n ce  becomes more p r o p o r t i o n a l ,  with s l i g h t e r  v a r i a t i o n s  among 
income groups.  S u r p r i s i n g l y ,  t h o se  w i th  incomes between $7000 and $7999 
have t h e  t h i r d  h ig h es t  i n c id e n c e  w i th  food excluded from t h e  base.  This  I r ­
r e g u l a r i t y  i n  t h e  r e g r e s s i v e  p a t t e r n ,  however, i s  probably t h e  r e s u l t  
o f  i n a c c u r a c i e s  in  t h e  i n d iv i d u a l  e s t im a te s  which a r e  magnif ied when 
averages a r e  ob ta ined .
Inc lud ing  t h e  p o r t i o n  o f  t h e  s a l e s  t axes  pa id  by bus in ess  in  
t h i s  a n a ly s i s  would cause l i t t l e  change in  t h e  inc ide nce  p a t t e r n  r e f l e c t e d  
in  Table  VII -2 .  A c t u a l l y ,  s i n c e  t h e  t a x  base  dete rmin ing  t h e  bus iness  
p o r t i o n  o f  t h e  s a l e s  t a x  would not  be a f f e c t e d  by t h e  exc lu s ion  o f  food 
consumed a t  home, t h e  i n c r e a s e  i n  t h e  t a x  r a t e  necessa ry  t o  m ain ta in  
revenue would be l e s s  th an  th e  2.64  pe r  c e n t  i n d i c a t e d  e a r l i e r .  Since  
i n i t i a l  t axes  paid by i n d i v i d u a l s  and bus ines ses  a re  so c l o s e l y  i n t e r ­
twined ,  only  one s a l e s  t a x  r a t e  i s  r e a l i s t i c .  Using t h e  da ta  developed 
i n  t h i s  s t u d y ,  a r a t e  o f  2.45 pe r  cen t  would prov ide  t h e  same o v e ra l l  
s a l e s  t a x  revenue ,  when t h e  p o r t i o n  o f  t h e  s a l e s  t a x  paid by bus iness
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TABLE VII-2 
SALES TAX INCIDENCE OF HOUSEHOLD 
PORTION OF TAX IF FOOD EXCLUDED FROM BASE AND RATE 
INCREASED TO MAINTAIN REVENUE,* OKLAHOMA, 1973
Income
Bracket
(dollars)
Average 
Average Food 
Taxable Consumption 
Consumption a t Home 
(1 ) (2)
Average
Taxable
Consumption
Excluding
Food
(3 )
Taxes 
with 
2 .642  
Per Cent 
Rate 
(4)
Incidence
(5)
In c id e n c e
Food
In c lu d e d
(6 )
Under 3 ,0 0 0 $ 1 ,9 4 3 $ 713 $1 ,2 3 0 $32 .50 1 .3 1 1.57
3 ,0 0 0 -  3 ,9 9 9 2 ,8 3 3 1 ,0 3 7 1 ,796 47 .45 1 .1 0 1 .32
4 ,0 0 0 -  4 ,9 9 9 3 ,005 1 ,0 1 7 . 1 ,9 8 8 5 2 .5 2 .96 1 .1 0
5 ,0 0 0 -  5 ,9 9 9 3 ,3 9 6 1 ,0 3 9 2 ,357 6 2 .2 7 .9 4 1 .0 2
6 ,0 0 0 -  6 ,9 9 9 4 ,0 1 8 1 ,1 6 7 2 ,851 75.32 .97 1 .0 4
7 ,0 0 0 -  7 ,9 9 9 4 ,6 2 0 1 ,1 9 9 3 ,421 90 .38 1 .0 1 1 .0 3
8 ,0 0 0 -  9 ,9 9 9 4 ,8 3 2 1 ,2 2 1 3 ,5 1 1 9 5 .4 0 .9 0 .91
1 0 ,0 0 0 -1 4 ,9 9 9 5 ,7 7 3 1 ,364 4 ,4 0 9 1 1 6 .4 9 .81 .8 0
1 5 ,0 0 0 -2 4 ,9 9 9 8 ,0 6 6 1 ,535 6 ,5 3 1 172.55 .79 .7 4
2 5 ,0 0 0  and over 12 ,9 1 7 1 ,856 11 ,061 292 .24 .6 0 .5 3
Total $4 ,814 $1 ,170 $3 ,644 $96.27 .82 .8 2
*To maintain the same revenue ($ 8 8 ,5 7 0 ,8 8 0 )  from the household portion 
of the tax when food i s  excluded from the base, the sales tax rate 
would have to increase to 2 .6 4 2  per cent of taxable consumption.
(1 ) Table VI-
(2) From CES, 
273.
•2, Column 4. 
Diary Survey, Bulletin 1959 , Food consumed at home. p p . 2 7 2 -
(3) Column I minus Column 2. 
(6) Table VI-2, Column 6
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i s  included .
In b r i e f ,  i t  e l i m i n a t i n g  the  r e g r e s s i v e  inc ide nce  p a t t e r n  o f  
t h e  r e t a i l  s a l e s  t a x  i s  t h e  pr imary o b j e c t i v e  o f  Oklahoma's (o r  any o t h e r  
s t a t e ' s )  l e g i s l a t u r e ,  then  exempting food from th e  t a x  base and i n c r e a s in g  
th e  t a x  r a t e  i s  an a p p r o p r i a t e  a c t i o n .  The exemption o f  p r e s c r i p t i o n  
drugs from t h e  t ax  base would have a s i m i l a r  e f f e c t ,  a l though s i n c e  s a l e s  
t a x e s  on drugs r e p r e s e n t  such a small f r a c t i o n  o f  t h e  t o t a l  s a l e s  t ax  
burden f o r  t h e  average consumer u n i t ,  t h e  e f f e c t  would be minimal.  (Medi­
ca id  and o t h e r  w e l f a r e  programs a l r eady  provide  drugs and r e l a t e d  products  
f o r  lower income g roups . )  The exemption o f  food from t h e  t a x  b a s e ,  how­
e v e r ,  i s  not  n e c e s s a r i l y  a s imple  a d m i n i s t r a t i v e  p rocedure .  R e ta i l  c l e r k s  
would have t o  l e a r n  t o  d i s t i n g u i s h  between t a x a b l e  and nontaxable  goods,  
and cash r e g i s t e r s  and s t o r e  computers would have to  be a d j u s t e d .  C e r ta in  
i tems (such as s o f t  d r in k s )  might  p re s e n t  a q u e s t i o n  as t o  whe the r  o r  
not  they  should be exempted.
Another problem t h a t  has been ignored in  t h e  d i s c u s s i o n  o f  t h e  
d e s i r a b i l i t y  o f  exempting food from Oklahoma's s a l e s  t a x  base  i s  t h e  
e f f e c t  on loca l  governments.  Whereas revenue from t h e  income t ax  and 
o t h e r  s t a t e  t axes  can be used i f  food i s  exempted from t h e  t a x  base and 
th e  r a t e  i s  no t  i n c re as e d  a t  t h e  s t a t e  l e v e l ,  many l o c a l i t i e s ,  where s a l e s  
t a x  revenue s u p p l i e s  a major  p o r t i o n  o f  th e  budget ,  might  f i n d  revenue 
s e v e r e ly  c u r t a i l e d .  There a l s o  might  be problems i n  o b t a i n in g  an inc reased  
lo ca l  t a x  r a t e  from t h e  v o t e r s .
D i f f e r e n t i a l  Analysis
In s te a d  o f  exp res s ing  t a x  inc ide nce  as a c e r t a i n  pe rcen tage  o f  
income using t h e  ba lanced-budge t  a n a ly s i s  o f  t h i s  s tu d y ,  a d i f f e r e n t i a l
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approach can be used.  In t h i s  way, the  d i s t r i b u t i o n a l  e f f e c t s  o f  t h e  . 
s t a t e  r e t a i l  s a l e s  t a x  a r e  compared to  th o se  o f  a s u b s t i t u t e  t a x  p rov id ­
ing t h e  same y i e l d .  This  approach e l im in a te s  t h e  problem o f  how government 
a c t i o n  can a f f e c t  be fo re  and a f t e r - t a x  income s t a t u s .  S ince  Oklahoma's 
s t a t e  income t a x  i s  t h e  only  genera l  s t a t e  t a x ,  excep t  f o r  t h e  s a l e s  
t a x ,  i t  i s  used f o r  compari^Son. In e f f e c t ,  i t  i s  assumed t h a t  t h e  s t a t e  
income t a x  i s  s u b s t i t u t e d  f o r  t h e  r e t a i l  s a l e s  t a x  in  such a way as t o  
y i e l d  an e q u i v a l e n t  amount o f  income. As Musgrave and Musgrave po in ted
o u t ,  however, an " e q u i v a l e n t  amount" does not  n e c e s s a r i l y  mean t h e  same 
2
amount o f  d o l l a r s .  D i f f e r e n t  t ax e s  may cause  changes in  r e l a t i v e  p r i c e s  
and c o s t  o f  goods purchased by th e  government. As a r e s u l t ,  " the  equ iva ­
l e n t  amount i s  t h a t  which permits  government t o  make t h e  same rea l  pur ­
chases .  Moreover, t h e  e q u iv a l e n t  amount should be such as t o  m ain ta in
3
t h e  same l ev e l  o f  aggrega te  demand."
Although i t  i s  recognized  t h a t  a s a l e s  t a x  w i l l  cause c e r t a i n  
r e l a t i v e  p r i c e  changes which might  i n f l u e n c e  government expend i tu re s  
and aggrega te  demand, because t h i s  in fo rm a t ion  i s  no t  a v a i l a b l e ,  i t  s h a l l  
be assumed t h a t  t h e  $116.5 m i l l i o n  rece ived  from s t a t e  s a l e s  t a x  revenue 
i n  1973 i s  ob ta ined  i n s t e a d  through a p rop o r t io n a l  t a x  on income. Income 
t a x e s  a r e  g e n e r a l l y  l e v i e d  only  on t h e  money income r ec e iv e d  in  l ab o r  
and c a p i t a l  endeavors ,  and most t r a n s f e r  income i s  not  counted f o r  income 
t a x  purposes .  Although fam i ly  s i z e  and v a r io u s  deduct ions  and exemptions 
a f f e c t  t a x a b l e  income in  a p p l i c a t i o n ,  f o r  s i m p l i c i t y ,  average t a x a b l e  
income f o r  each household u n i t  in  t h i s  comparison i s  assumed t o  equal
2
Richard A. Musgrave and Peggy B. Musgrave, Pub l ic  Finance in  Theory 
and P r a c t i c e , second e d i t i o n ,  (New York: MeGraw-Hill Book Company, 1976) ,  pp. 
379-80.
^ I b i d . ,  p. 379 ( fo o tn o te  2 ) .
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money income l e s s  t r a n s f e r  income rep o r ted  in  t h e  ÇES, In te rv iew  Survey-, 
and inc luded  i n  t h e  development  o f  BTAT income in  Table  V-3. Using t h i s  
d e f i n i t i o n ,  t o t a l  t a x a b l e  income in  Oklahoma i n  1973 was $8,009 m i l l i o n .
To p rov ide  $116.5 m i l l i o n  in  revenue us ing  t h i s  base ,  each u n i t  would 
have to  be t axed  a t  a r a t e  o f  .0145 pe r  c e n t .
The c a l c u l a t i o n s  i n c o r p o r a t in g  t h i s  p rop o r t io n a l  income t a x  r a t e  
and in c l u d in g  t h e  e f f e c t  o f  the  f e d e r a l  o f f s e t  a r e  shown i n  Table v î I - 3 .
A p r o g r e s s iv e  i n c id e n c e  p a t t e r n  r e s u l t s ,  excep t  f o r  the  two h ig h e s t  income 
groups ,  which r e c e iv e  t h e  g r e a t e s t  b e n e f i t s  from th e  o f f s e t .  The d i f ­
f e r e n c e  i n  t h e  burden caused by t h e  p ro p o r t io n a l  income t a x  and t h e  r e ­
t a i l  s a l e s  t a x ,  us ing  t h e  t r a d i t i o n a l  approach and a l l o c a t i n g  the  bus in ess  
p o r t i o n  o f  t h e  t a x  accord ing t o  Assumption A (Table  VI-14, Column 2) 
i s  shown in  Column 7 o f  Table  VII -3 .  For household u n i t s  in  t h e  s i x  
lowes t  income b r a c k e t s ,  t h e  r e t a i l  s a l e s  t a x  c r e a t e s  a g r e a t e r  burden.  
There i s  no d i f f e r e n c e  between t h e  burdens o f  t h e  two t ax e s  f o r  th o se  
in  t h e  $8 ,000-9 ,999  income b r a c k e t .  The h igher  income groups p r e f e r  the  
s a l e s  t a x  t o  t h e  p rop o r t io n a l  income t a x ,  a l though  t h e i r  advantage i s  
not  as g r e a t  as t h e  d i sadvan tage  o f  t h e  lower groups.  The b e n e f i t  o f  
t h e  s a l e s  t a x  f o r  t h e  average t axpaye r  r e f l e c t s  t h e  f a c t  t h a t  t h e  s a l e s  
t a x  assumes more t a x e s  a r e  o f f s e t  to  t h e  f e d e r a l  government and expor t s  
some burden t o  o u t - o f - s t a t e  t o u r i s t s .
In a c tu a l  a p p l i c a t i o n ,  however, i t  could be assumed t h a t  i f  an 
income t a x  were t o  r e p l a c e  t h e  s a l e s  t a x ,  i t  would not  be p ropo r t iona l  
in  t h e  way d e p i c t e d ,  e s p e c i a l l y  i f  a s t a t e  income t ax  a l r e ad y  e x i s t e d .
In Oklahoma, f o r  example,  a p r o g re s s iv e  r a t e  schedu le  y i e l d e d  income
TABLE V I I - 3
TAX IN C ID EN C E OF À  PROPORTICNAL STATE INCOME TA X ,
OKLAHOMA, 1 9 7 3
E ffec t of
Income
Bracket
(d o lla rs )
Average
Taxable
Income
(1)
P ro p o rtio n a l
Income
Tax
(2)
Federal 
Deductions 
on Income 
(Per Cent) 
(3)
E ffec tiv e  
Tax 
Of f s e t  
(4)
Income
Tax
Excluding
O ffset
(5)
Incidence of 
P ro p o rtio n a l 
S ta te  
Income Tax 
(6)
D if f e re n t ia l  
o f Sales Tax 
Incidence 
(7)
Under 3,000 $ 603 $ 8.8 -0 - $—0— $ 8.8 .35 -1 .42
3,000- 3,999 1,776 25.8 —0— —0— 25.8 .60 -  .90
4 ,000- 4,999 3,070 44.7 1.74 0 .8 43.9 .80 -  .44
5 ,000- 5,999 4,230 61.5 2.57 1.6 59.9 .90 -  .25
6 ,000- 6,999 5,233 76.1 3.81 2.9 73.2 .94 -  .22
7,000- 7,999 6,410 93.2 4.74 4.4 88.8 .99 -  .15
8 ,000- 9,999 7,862 114.4 7.07 8.1 106.3 1.00 -0 -
10,000-14,999 11,575 168.4 9,27 35.6 152.8 1.06 .19
15,000-24,999 18,090 263.1 18.13 47.7 215.4 .99 .22
25,000 and over 39,349 572.3 35.06 2(0.6 371.7 .76 .24
Average o r t o ta l $8,705 $126.6 $20.4 $ 106.2 .91 .03
on
•SI
(1) Income su b jec t to  s t a t e  income tax  i s  assumed to  equal money income (Table V-3, Line 1) 
l e s s  t r a n s f e r  income rep o rted  by the  CHS, Inter-View Survey (Table V-3, Line 13), s in ce  
money t ra n s fe r  income u su a lly  i s  no t taxed.
(2) To o b ta in  $116.5 m illio n  in  tax  revenue, a p ro p o rtio n a l income tax  r a te  of .014545 per 
cen t of tax ab le  income i s  req u ired .
(3) Table V I-6, Column 3.
(4) Column 2 times Column 3.
(5) Column 2 minus Column 4.
(6) Column 5 divided by BTAT income (Table V-3, Line 17).
(7) Column 6 minus t r a d i t io n a l  s a le s  tax  in c id en ce , u sing  b usiness assumption A, in
Table VI-14, Column 2.
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t a x  revenue o f  $122.9 m i l l i o n  in  1973.^ I f  t h e  $116,5 m i l l i o n  rece ived  
from t h e  s t a t e  s a l e s  t a x  in  1973 were i n s t e a d  ob ta ined  using an a d d i t i o n a l  
income t a x  based on in c r e a s i n g  p r e s e n t  s t a t e  income t a x  payments, the  
d i f f e r e n t i a l  b e n e f i t  o f  t h e  s a l e s  t a x  f o r  lower income groups would be 
even g r e a t e r  than  t h a t  in  Table  VII -3 .
Using t h e  e s t i m a t e s  o f  average s t a t e  and loca l  income t a x  pay­
ments in  t h e  South as r ep o r t ed  in  t h e  CES, In te rv ie w  Survey , the  d i s t r i b u ­
t i o n  o f  Oklahoma's t o t a l  income t a x  revenue by income bracke t  i s  used 
to  a l l o c a t e  t h e  a d d i t i o n a l  income t a x .  This  assumes t h a t  t h e  $116.5
m i l l i o n  c u r r e n t l y  provided by t h e  s a l e s  t a x  i s  d i s t r i b u t e d  p r o p o r t i o n a l l y
among income b r a c k e t s .  All s t a t e  income t axes  a re  assumed to  be borne
d i r e c t l y  by t h e  households  paying them; whereas some s a l e s  t axes  a r e
pa id  by b u s in e s s e s ,  causing  the  need f o r  va ry ing  s h i f t i n g  assumptions.
The r e s u l t i n g  inc idence  p a t t e r n ,  inc lud ing  t h e  e f f e c t  o f  t h e  . 
f e d e r a l  t a x  o f f s e t ,  i s  shown in  Table  VI I-4 .  The n o t - s u r p r i s i n g  r e s u l t  
i s  t h a t  inc ide nce  from t h e  s t a t e  income t a x  has a c o n s i s t e n t l y  p ro g re s ­
s i v e  p a t t e r n ,  excep t  f o r  t h e  h i g h e s t  income b r a c k e t ,  r e f l e c t i n g  t h e  l i m i t  
i n  p r og re s s ive ne ss  o f  t h e  s t a t e  income t a x  r a t e  when t a x a b l e  income o f  
households exceeded $15,000. Changes in  t h e  s t a t e  income t a x  r a t e  s t r u c ­
t u r e  s ince ,  1973, however, have i n c re as e d  t h e  p r o g re s s iv e  burden to  h igher  
l e v e l s .  The s h a rp ly  p r o g re s s iv e  burden o f  the  income t a x  c o n t r a s t s  w i th  
t h e  more-gradual r e g r e s s i v e  burden o f  the  s a l e s  t a x  i n  Table  VI-14.
The average household in  Oklahoma i n  1973 paid $103 annua l ly  
in  s a l e s  t a x  f o r  an i n c idence  o f  .88 pe r  cen t  o f  BTAT income. I f  t h e
Oklahoma Tax Commission, Annual Repor t ,  F i sca l  Year , 1973 
(Oklahoma C i ty ,  1974),  p. 14.
TABLE VII-4
INCIDENCE IF ADDITIONAL 
STATE INCOME TAX PROVIDES REVENUE RECEIVED FROM 
SALES TAX, OKLAHOMA, 1973
Additional
Income
Bracket
(dollars)
State Income 
Tax Paid by 
Average Household 
(1)
Effective
Tax
Offset
(2)
Tax Paid 
Excluding 
Offset 
(3)
BTAT
Income
(4)
Incidence 
of State 
Income Tax 
(5)
Under 3,000 $ 2.8 $ -0- $ 2.8 $ 2,473 .11
3,000- 3,999 9.4 —0— 9.4 4,297 .22
4,000- 4,999 19.6 0.3 19.3 5,456 .35
5,000- 5,999 28.0 0.7 27.3 6,636 .41
6,000- 6,999 39.4 1.5 37.9 7,752 .49
7,000- 7,999 59.9 2.8 57.1 8,981 .64
8,000- 9,999 79.5 5.6 73.9 10,591 .70
10,000-14,999 164.7 15.3 149.4 14,411 1.04
15,000-24,999 309.0 56.0 253.0 21,810 1.16
25,000 and over 726.8 254.8 472.0 48,674 .97
Average $126.6 $ 23.6 $103.0 $11,710 .88
cn
(1) Table A-10. Column 4.
(2) Table A-10, Column 6.
(.3) Column 1 minus Column 2.
(4) Table V-3, Line 17.
(5) Column 3 divided by Column 4.
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same revenue i s  ob ta ined  v i a  t h e  s t a t e  income t a x ,  t h e  r e s u l t s  a r e  i d e n t i ­
c a l .  (A c tu a l ly ,  s ince  t h e  o f f s e t  prov ides  a much g r e a t e r  b e n e f i t  t o  
th o s e  w i th  h ig h e r  incomes, t h e  average o f f s e t  o v e r s t a t e s  t h e  b e n e f i t  
f o r  t h e  average househo ld .)  When income t a x  payments a re  determined 
as i n  Table  V I I -4 ,  the  amount o f  t a x  exported i s  ve ry  s i m i l a r ,  r e g a r d l e s s  
o f  whether  s t a t e  revenue i s  ob ta ined  from th e  r e t a i l  s a l e s  o r  t h e  income 
t a x .  For t h e  s a l e s  t a x ,  i t  was e s t im a ted  t h a t  $20.1 m i l l i o n  was pa id  
by t h e  f ed e r a l  government th rough t h e  pe rsona l  and bus iness  o f f s e t s  
(using  Assumptions A and C) and $1.4 m i l l i o n  was exported t o  t o u r i s t s  
f o r  a t o t a l  o f  $21.5 m i l l i o n .  The personal  o f f s e t  r e s u l t i n g  from a s t a t e  
income t a x  p rov id ing  $116.5 m i l l i o n  i n  t a x  revenue was $21,6 m i l l i o n .  
Although t h e  f e d e r a l  o f f s e t  w i th  n e i t h e r  t a x  b e n e f i t e d  t h e  two lowes t  
income b r a c k e t s ,. t h e  o f f s e t  w i th  t h e  income t a x  provided a much g r e a t e r  
b e n e f i t  t o  t h o se  w i th  h ig h e r  incomes—t h e  same groups which bore t h e  
g r e a t e r  burden from the  t a x .
I t  i s  a l s o  i n t e r e s t i n g  t o  compare t h e  t o t a l  in c id e n ce  p a t t e r n  
o f  t h e  s t a t e  s a l e s  and income t a x  t h a t  e x i s t e d  in  1973 (Table V I I -5 ,
Column 7) w i th  t h e  i nc idence  t h a t  would have p r e v a i l e d  had s a l e s  t a x  
revenue been ob ta ined  from an a d d i t i o n  to  t h e  e x i s t i n g  s t a t e  income t a x  
(Table V I I -5 ,  Column 6 ) .  An a l l - in c o m e  t a x  system c r e a t e d  a h ig h ly -  
p r o g re s s iv e  in c id e n ce  p a t t e r n ,  w i th  t h o s e  w i th  h ig h e r  incomes bea r ing  
a burden more than  e ig h t  t imes  g r e a t e r  than  those  i n  t h e  lowest  income 
b r a c k e t .  The t a x  burden f o r  th o se  households  wi th incomes o f  $25,000 
and o v e r ,  however, shows a drop in  p r o g r e s s iv e n e s s ,  compared t o  t h e  second 
and t h i r d  h ig h e s t  income b r a c k e t s .  The e x i s t i n g  sys tem, i n  c o n t r a s t ,  
r e v e a l s  an almost  p ropo r t iona l  d i s t r i b u t i o n  o f  t a x  burden.
TABLE VII-5
INCIDENCE OF STATE INCOME TAX; TOTAL INCIDENCE, 
SALES PLUS INCOME, INCOME-ONLY ALTERNATIVE, OKLAHOMA, 197:
Income
Bracket
(dollars) Total (000) 
( 1)
1973 State Income 
Tax Payments 
Adjusted
Average 
(2)
Effective
Tax
Offset
(3)
1973 State Income Tax
Average
(4)
Incidence
(5)
Total 1973 Tax
 Incidence
Income 
Tax Only Actual 
(6) (7)
Under 3,000 $ 602.1 $ 2.9 $ —0— $ 2.9 .12 .23 1.89
3,000- 3,999 712.7 9.9 -0- 9.9 .23 .45 1.73
4,000- 4,999 1,155.0 20.7 0.4 20.3 .37 .72 1.61
5,000- 5,999 1,314.8 29.5 0.8 28.7 .43 .84 1.58
6,000- 6,999 2,162.6 41.5 1.6 39,9 .51 1,00 1.68
7,000- 7,999 3,010.5 63.1 3.0 60.1 .67 1.31 1.81
8,000- 9,999 7,778.0 83.9 5.9 78,0 .74 1.44 1.74
10,000-14,999 29,883.4 173.8 16.1 157.7 1.09 2.03 1.96
15,000-24,999 44,530.2 325.9 59.1 266,8 1.22 2.38 1.99
25,000 and over■ 31,726.5 766.7 268.8 497.9 1.02 1.99 . 1.54
Average (or $122,875.8 $133.6 $ 24.8 $108.8 .93 1.81 1.80
total)
(1)(2) The distribution of total state income tax revenue in Table A.-10, Column 2 is applied to the
$122,875,800 to obtain estimates of total and average actual tax payments by income class.
(3) Effect of tax deduction on federal income tax from Table VI-6, Column 3.
(7) Sales tax incidence from Table VI-14 , Column 2 u s in g  Assumption A to allocate business
portion, p l u s  Column 5.
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Inc idence :  Future D i r ec t ions
Although i n s i g h t  concerning th e  i n c idence  o f  Oklahoma's r e t a i l  
s a l e s  t a x  has been gained from t h i s  s tu d y ,  i t  i s  a l s o  obvious t h a t  add i ­
t i o n a l  r e s e a r c h ,  e s p e c i a l l y  on a s t a t e  o r  loca l  l e v e l ,  would be b e n e f i ­
c i a l .  For example,  a more comprehensive i n c idence  a n a ly s i s  in c lu d in g  
o t h e r  Oklahoma taxes  could be undert aken ,  s o . t h a t  the  inc id e n ce  o f  t h e  
r e t a i l  s a l e s  t a x  could be viewed in  p e r s p e c t i v e .  In t h i s  s i t u a t i o n ,  
va r ious  s h i f t i n g  assumptions would have to  be made, and then  t h e  d e s i r ­
a b le  b e n e f i t  o f  i n c lud ing  i n d i r e c t  t axes  in  t h e  income base could be 
achieved .  Another  d i r e c t i o n  o f  f u t u r e  r ese a rc h  might  be a more thorough 
s tudy  o f  t h e  s h i f t i n g  assumptions involved in  t h e  p o r t i o n  o f  t h e  r e t a i l  
s a l e s  t a x  assumed to  be paid by bu s in e s s .  Also,  i f  expend i tu re  i n c idence  
o f  t h e  r e t a i l  s a l e s  t a x  revenue were de te rmined ,  t h e  o v e r a l l  burden o f  
Oklahoma's r e t a i l  s a l e s  t a x  could be a s c e r t a i n e d .
In terms o f  p o l i c y  d e c i s io n s  concern ing  p o s s ib l e  changes in  t h e  
c u r r e n t  s t r u c t u r e  o f  Oklahoma's r e t a i l  s a l e s  t a x ,  i t  must be remembered 
t h a t  t h e  r e t a i l  s a l e s  t a x  i n  Oklahoma p r e s e n t l y  c r e a t e s  only a s m a l l ,  
though adm i t t ed ly  r e g r e s s i v e ,  burden on t a x p a y e r s .  Other  s t a t e  and f ede ra l  
t axes  ( p r i m a r i l y  t h e  c o rp o ra t io n  and ind iv id u a l  income t a x )  r e s u l t  in  
p r o g re s s s iv e  inc idence .  Also ,  s in c e  Oklahoma's s a l e s  t a x  i s  earmarked 
f o r  t h e  Department o f  Human S e r v i c e s ,  any i n c r e a s e  i n  t a x  revenue t h a t  
a u to m a t i c a l ly  r e s u l t s  from i n f l a t i o n  and i n c re as e d  s a l e s  by an expanding 
popula t ion  i s  d i r e c t e d  to  those  s e r v i c e s  t h a t  provide t h e  g r e a t e s t  bene­
f i t s  f o r  t hose  i n  lower income b ra c k e t s .  The b e s t  course  o f  a c t i o n  f o r  
Oklahoma might  be t o  r e t a i n  i t s  w e l l - d e f in e d  r e t a i l  s a l e s  t a x  wi th i t s  
r e l a t i v e l y  small burden on a l l  c i t i z e n s  and to  use o t h e r  t a x  and expend i tu re
163
programs i f  income i s  t o  be r e d i s t r i b u t e d .  The e x i s t i n g  t a x  s t r u c t u r e  
o f  Oklahoma, w i th  income and s a l e s  t a x  prov id ing  most o f  t h e  revenue,  
seems to  r e p r e s e n t  an opt imal  means (with r e l a t i v e l y  minimal burden)  o f  
o b t a i n in g  revenue f o r  t h e  s t a t e .
APPENDIX
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TABLE A-i
STATE SALES TAX COLLECTIONS BY CLASS OF BUSINESS 
AND ESTIMATE OF SALES TAXES PAID BY BUSINESS 
SECTOR, OKLAHOMA, 1973
Business Classification
State Sales Tax Revenue
Total (000)
Paid by Businesses 
for Producer Goods
Food $ 27,777* $ 640
Apparel 4,713 -0-
General Merchandise 26,245 3,000
Furniture, Equipment, Etc, 7,085 2,000
Motor Vehicles 9,164 2,500
Lumber and Materials 12,513 4,500
Service 5,294® 1,700
Utilities and Transportation 10,716 4,200
Mis cellaneous 12,988b . 8,000
TOTAL $116,495 $26,540
SOURCE: Oklahoma Tax Commission, Oklahoma Sales Taxes: Statistical Report
for Fiscal Year Ended June 30, 1973 (Oklahoma City: 1974), pp. 10-
11.
Of the revenue received from restaurants, hotels, and various enter­
tainment sources, it is assumed that $1,380,000 is exported to out-of-state 
tourists.
The major sources included are oil field equipment, retail liquor, 
industrial machinery, and commercial supplies.
TABLE A-2
ESTIMVTES OF AVERAGE AND TOTAL ANNUAL TAXABLE CONSUMPTION* 
BY INCOME BRACKETS, OKLAHOMA, 1973
L ine
Average Annual 
Taxable Consutq>tion 
( to  n e a re s t  d o l la r )
Under
(205,
Income B rackets (d o l la r s )  and Number o f  Consumer U n its  In Each B racket ( in  p a ren th ese s)
15,000-24,999
(136,636)
25,000 and over * 
(41,380)
3,000
,011)
3,000-3 ,999
(72,234)
4 ,000-4 ,999
(55,800)
5 ,000-5 ,999
(44,514)
6 ,000-5 ,999
(52,073)
7 ,000-7 ,999
(47,672)
8 ,000-9 ,999
(92,704)
10,000-14,999
(171,976)
1 Food s 815 $ 1,203 $ 1,240 $ 1,305 $ 1,464 $ 1 ,568 $ 1 .631 8 1 ,859 $ 2,252 $2,927
2 A lcoho l, tobacco
prod u c ts 25 29 48 62 64 66 63 69 121 267
3 Fuel and U t i l i t i e s 215 262 276 308 348 367 362 439 543 704
4 Housing Expenses 165 215 235 ■ 244 295 339 337 420 517 83 9
5 Home m aintenance 51 , 66 68 70 86 86 104 112 150 261
6 Home F urn ish in g s 90 174 165 184 230 336 368 434 578 937
7 C lothing 137 203 226 305 356 418 458 603 887 1,439
8 T ra n sp o rta tio n 80 153 191 231 286 337 364 444 598 755
9 H ealth  c a r e ,  d rugs 6
S upp lies 120 140 148 160 206 179 174 218 272 354
10 P erso n a l Care P roduc ts 44 65 79 91 108 120 125 161 207 253
11 R ecrea tio n 99 169 175 237 257 355 365 555 940 1,687
12 P e ts , to y s ,  & games 18 27 30 41 46 42 63 80 96 13.8
• 13 Reading 6 Education 20 25 23 40 47 54 57 91 160 294
14 M iscellaneous 10 20 21 23 29 33 38 45 58 86
15 Average *1,,889 $2,751 $2,925 $3,302 $3,822 $4,300 $4,509 $5,530 $7,379 $10,901 •
16 T o ta l Taxable 1
Consumption $387,,266 $198,716 $163,215 $146,985 $199,023 $204,990 $418,002 $951,027 $1,008,237 $451,083 ;<T><J1
SOURCE: U.S. D eparttsent o f  Labor, Bureau o f Labor S ta C ls c lc s , Consumer E xpenditure Survey. B u l le t in s  1959, 1985, and 1992.
*TaxabIe consum ption does n o t Inc lu d e  th e  $300 m ill io n  invo lved  in  new housing  c o n s tru c tio n . Taxable consum ption i s  determ ined a cco rd in g  to
Oklahoma law , bu t averag es a re  th o se  f o r  South re g io n . T o ta l ta x a b le  consumption i s  based  on Oklahoma d i s t r i b u t io n .
L in e  E x p la n a tio n s
(1) R epresen ts annual amount o f food , t o t a l  re p o rte d  in  D iary Survey, B u l le t in  1959, pp . 274-275.
(2) T o ta l spending on a lc o h o lic  beverages (ex c lu d in g  b e e r , n o t taxed) in c re a se d  by 20.0  p e r  cen t to  r e f l e c t  u n d e rre p o rtin g , p lu s  spending
on tobacco p ro d u c ts , o th e r  than  c i g a r e t t e s ,  a s  re p o rte d  in  D iary Survey. B u l le t in  1959, p p . 276-277,
(3 ) A ll  f u e l  and u t i l i t i e s  from  I n te rv ie w  S u rv ey . B u l l e t i n  1985 , p p . 4 o 5 -466 ,
(4) Inc lu d es te lephone and h  o f o th e r  housing expenses ( fo r  r e p a ir s  and ta x a b le  s e rv ic e s )  from In te rv ie w  Survey, B u l le t in  1985, pp . 465-466;
p lu s  annual amount o f  housekeeping su p p lie s  from D iary Survey, B u l le t in  1959, pp. 278-279.
(5) Ten p er cen t o f t o t a l  s h e l te r  expenses in  In te rv iew  Survey. B u l le t in  1985, pp . 463-464 assumed to  go fo r  ta x a b le  goods used fo r  r e d e c o ra tin g  
and m aintenance.
(6) T o ta l h o u se fu m lsh in g s , equipment from In te rv ie w  Survey. B u l le t in  1985, pp . 467-468.
(7) T o ta l c lo th in g  expenses re p o rte d  in  In te rv iew  Survey. B u l le t in  1985, pp. 467-468 l e s s  d ry  c le a n in g  and H o f  m a te r ia ls  and s e rv ic e s  c a te g o ry ,
(8) Inc ludes o n ly  o ch er v e h ic le  o p e ra tio n s  expenses In  In te rv ie w  Survey, B u l le t in  1985, pp. 469-470. Although p a r t  o f  t h i s  expense i s  
D on-taxable s e rv ic e ,  th e  ta x a b le  p o r t io n s  in  th e  o th e r  t r a n s p o r ta t io n  c a te g o r ie s  a re  approx im ately  eq u a l to  t h i s  amount.
(9) N o n -p resc rip tio n  drugs and m edical su p p lie s  from D iary Survey, B u l le t in  1959, pp . 276-277 p lu s  ^  o f  h e a lth  c a re  expenses (exclud ing  
h e a lth  in su ran ce) re p o rte d  i n  In te rv ie w  Survey. B u l le t in  1985, p p . 469-470 fo r  spending on p re s c r ip t io n  d rugs and o th e r  taxable* 
m edical equipm ent.
(10) Annual spending on p e rso n a l c a re  p ro d u c ts  from D iary  Survey. B u l le t in  1959, pp; 276-277 p lu s  H o f s e le c te d  p e rso n a l ca re  expenses in  
In te rv ie w  Survey. B u l le t in  1985, pp . 469-470.
(11) T o ta l r e c r e a t io n  spending l e s s  amount sp en t fo r  owned v a c a tio n  homes and g a so lin e  from In te rv ie w  Survey, B u l le t in  1985, pp . 469-472.
(12) R epresen ts d if fe re n c e  in  o th e r  r e c r e a t io n  expenses between In te rv iew  Survey and In te g ra te d  Survey. A llo c a te d  a s  *88 p e r  cen t o f  U.S. 
averages i n  In te g ra te d  Survey, B u l le t in  1992.
(13) Assumes ^  o f a l l  ed u c a tio n  expenses a r e  ta x a b le . In c lu d es  a l l  read in g  m a te r ia ls ,  though newspapers a re  n o t ta x e d . In te rv ie w  Survey. 
B u l le t in  1985, p p . 473-474.
(14) Assumes ^  o f  a l l  m isce llan eo u s consum ption In  In te rv ie w  Survey. B u l le t in  1985, p p . 473-474 a r e  ta x a b le .
166
TABLE A-3
VALUE AND PERCENTAGE DISTRIBUTION OF NEW HOMES
IN SOUTH, 1973; ALLOCATION OF VALUE BY INCOME BRACKETS*
New Homes, South, 1973 and Allocation by Income Bracket
Per Cent
Sales Price 
(dollars)
(i)
Per Cent 
of Homes 
(2)
Income
Bracket
(dollars)
(3)
Proportional 
value (000) or 
New Homes
(4)
Consumption
(5)
Under 15,000 1 5,000- 5,999 $ 12.5 0.3
15,000-17,499 5 6,000- 6,999 81.3 2.4
17,500-19,999 10 7,000- 7,999 187.5 5.4
20,000-24,999 15 8,000- 8,999 337.5 9.8
25,000-29,999 16 10/000-14,999 440.0 12.7
30,000-39,999 29 15,000-24,999 1,015.0 29.4 N
7 15,000-24,999 315.0 9.1^
40,000-49,999 14<_5
^  / 25,000 and over 315.0 9.1^
/
50,000 and over 10 25,000 and over 750.0 21.7
Total 100 . $3,453.8 100.0
38.5
30.8
SOURCE: U.S. Department of Commerce, Bureau of the Census, Construc­
tion Reports: Characteristics of New One-Family Homes, 1973)
(Washington, D.C.: 1974), p. 96.
* The allocation by income brackets is made by using the realtor's 
rule-of-thumb that households can afford a home 2*g times their 
gross income. It is thus assumed that those in income brackets 
of $5,000 or less did not purchase a new home.
(4) The proportional value of new homes is obtained by multiplying 
the percentage of new homes (Col. 2) by the average sales price.
For homes selling under $15,000, the average was assumed to be $12,500; 
for homes selling at $50,000 and over, $75,000 was the average used.
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TABLE A-4
TAXABLE CONSUMPTION IN NEW RENTAL CONSTRUCTION, 
ASSUMPTION B*, OKLAHOMA, 1973
Allocation
Per Cent of Taxable Taxable Total Taxable
of Total Consumption Consumption Consumption in
Income Rental in New Rental in New Owner- New Construction
Bracket Expenditures Housing (000) Occupied Homes Assumption B
(dollars) (1) Assumption B(2) (000) (3) (000) (4)
Under 3,000 19.0 $17,480 $ 0 $ 17,480
3,000- 3,999 8.2 7,544 0 7,544
4,000- 4,999 6.5 5,980 0 5,980
5,000-. 5,99.9 4.9 4,508 624 5,132
6,000- 6,999 6.6 6,072 4,992 11,064
7,000- 7,999 6.0 5,520 11,232 16,752
8,000- 9,999 12.1 11,132 20,384 31,516
10,000-14,999 20.4 18,768 26,624 45,392
15,000-24,999 13.6 12,512 80,080 92,592
25,000 and over 2.7 2,484 64,064 66,548
Total 100.0 $92,000 $208,000 $300,000
*Assumption B means that retail sales taxes paid on construction of 
new rental property are assumed to be shifted forward to the tenant, 
and allocated according to the distribution of total rental 
expenditures.
(1) This percentage is the distribution of total rental expenditures, 
obtained by multiplying the average annual expenditures on rent by 
each income bracket according to CES, Interview Survey, Bulletin 1985, 
p. 463, times the number of Oklahoma consumer units in each income 
bracket.
(3) Table VI-1, Column 2,
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TABLE A-5
TAXABLE CONSUMPTION IN NEW RENTAL CONSTRUCTION, 
ASSUMPTION C,* OKLAHOMA, 1973
Allocation of Taxable Total Taxable
Taxable Consumption Consumption
Percentage Consumption in In New Owner- New Construction 
Income Distribution New Rental Houéing Occupied Homes Assunçtion C 
Bracket of Rental (000) Assumption C (000) (000)
(dollars) Income (1) (2) (3) (4)
Under 3,000 5.0 $ 4,600 $ 0 $ 4,600
3,000- 3,999 4.6 4,232 0 4,232
4,000- 4,999 3.2 2,944 0 2,944
5,000- 5,999 2.8 2,576 624 3,200
6,000- 6,999 4.7 4,324. 4,992 9,316
7,000- 7,999 2.7 2,484 11,232 13,716
8,000- 9,999 8.6 7,912. 20,384 28,296
10,000-14,999 12.5 11,500 26,624 38,124
15,000-24,999 16.5 15,180 80,080 95,260
25,000 and over 39.4 36,248 64,064 100,312
Total 100.0 $92,000 $208,000 $300,000
*Assumption C means that retail sales taxes paid on construction of 
new rental property are shifted backwards and are borne by the owners 
of rental property according to the distribution of rental income.
(1) This represents the percentage of total rental income, obtained 
by multiplying the annual average of rental income by income bracket 
in the CES Interview Survey, Bulletin 1985, pp. 477-478, by the 
Oklahoma distribution by incomes.
(3) Table Vl-1, Column 2.
TAlîLE A-6
SELF-EMPLOYMENT INCOME, MARGINAL TAX RATES BY
INCOME BRACKET, OKLAHOMA, 1973
Income
Bracket
(dollars)
Self-Employment Income 
Per Cent 
of Money 
Average Income 
(1) (2)
Self-Employment Income 
Total
Oklahoma Per Cent 
(000)(3) (4)
Cumulative
Percentage
Distribution
(5)
Marginal 
Tax Rate 
for Each 
Income Bracket 
(6)
Under 3,000 $ 33 1.9 $ 6,765 .94 .94 0
3,000- 3,999 216 6.2 15,603 2.16 3.10 0
4,000- 4,999 181 4.0 10,100 1.40 4.50 14
5,000- 5,999 320 5.8 14,244 1.97 6.47 15
6,000- 6,999 416 6.4 21,662 3.00 9.47 16
7,000- 7,999 461 6.1 21,977 3.04 12.51 17
8,000- 9,999 591 6.6 54,788 7.58 20,09 19
10,000-14,999 725 5.9 124,683 17.26 37.35 19
15,000-24,999 1,168 6.2 159,591 22.09 59.44 25
25,000 and over 7,083 17.3 293,095 40.57 100.00 39
Average (or total) $ 785 8.0 $722,508 100.01
cn
'■£>
Note: By Interpolation, it is determined that the marginal tax rate for the median dollar of self-
employment income is 31 per cent.
(1) CES i, Interview Survey, Bulletin 1985, pp. 475-476.
(2) Column 1 divided by Money Income in Table V-3, Line 1.
(3) Column 1 times estimated number of households in each bracket for Oklahoma.
(6) Table VI-6, Column 2.
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T a b l e  a - /
ALLOCATION OF LOCALLY-BORNE BUSINESS SALES TAXES 
OKLAHOMA, 1973
Income
Bracket
(dollars)
Average 
Current 
Consumption 
... (1)
Total 
Current 
Consumption 
Oklahoma 
(000)(2)
Per Cent 
Distribution 
of Total 
Consumption 
(3)
Allocation 
of Locally- 
Borne 
Business Taxes 
(000)(4)
Under 3,000 $ 2,795 $ 573,006 9.20 $ 950.8
3,000- 3,999 3,842 277,523 4.45 459.9
4,000- 4,999 4,217 235,309 3.78 390.7
5,000- 5,999 4,851 215,937 3.47 358.6
6,000- 6,999 5,781 301,034 4.83 499.2
7,000- 7,999 6,278 299,285 4.80 496.1
8,000- 9,999 6,840 634,095 10.18 1,052.1
10,000-14,999 8,547 1,469,879 23.60 2,439.1
15,000-24,999 11,309 1,469,879 24.81 2,564.1
25,000 and over 16,385 678,011 10.88 1,124.4
Average or total $6,771 $6,229,296 100.00 $10,335.0
(1) CES, Interview Survey, Bulletin 1985, pp . 463-464.
1 7 1
TABLE A-8
DISTRIBUTION OF DIVIDENDS, OKLAHOMA, 1973
Income
Bracket
(dollars)
Average
Dividend
Income
(1)
Total Dividend 
Income for 
Oklahoma 
(000)
(2) ...
Per Cent 
Dividend 
Distribution 
(3)
Allocation of 
One Half Backwards 
Shifted Taxes 
(A)(000) 
...... (4)....
Under 3,000 $ 4.35 $ 891.8 0.9 $ 18.6
3,000- 3,999 41.00 2,961.6 2.9 60.1
4,000- 4,999 23,19 1,294.0 1.2 24.9
5,000- 5,999 24.91 1,108.8 1.1 22.8
6,000- 5,999 54.97 2,862.5 2.8 58.0
7,000- 7,999 56.81 2,708.2 2.6 53.9
8,000- 9,999 57.99 5,375.9 5.3 109.8
10,000-14,999 54.54 9,379.6 9.2 190.6
15,000-24,999 191.87 26,216.3 25.7 532.5
25,000 and over 1,192.27 49,336,1 48.3 1,000.8
Average (or 
total)
$111.0 $102,134.8 100.0 $2,072.0
(1) CES, Interview Survey, Bulletin 1997, pp. 208-209.
Note: Dividend income for income group $7,000-$7,999 was reduced by $50.00,
which was shifted to interest income to eliminate an apparent 
reporting distortion.
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TABLE A-9
DISTRIBUTION OF WAGES, OKLAHOMA, 1973
Income
Bracket
(dollars)
Average
Wages
(1)
Total Wages 
Per Income 
Group 
(000)
(2)
Per Cent 
Wage 
Distribution 
(3)
Allocation of 
One-Half of Back­
wards Shifted 
Taxes (A)
(000)(4)
Under 3,000 $ 426 $ 87,334.7 1.3 $ 27.4
3,000- 3,999 1,184 85,525.1 1.3 26.8
4,000- 4,999 2,424 135,259.2 2.1 43.5
5,000- 5,999 3,433 152,816.6 2.3 47.7
6,000- 6,999 4,068 211,833.0 3.2 66.3
7,000- 7,999 5,276 251,517.5 3.8 78.7
8,000- 9,999 6,542 606,469.6 9.2 190.6
10,000-14,999 10,152 1,745,900.4 26.5 549.1
15,000-24,999 15,897 2,172,102.5 33.0 683.8
25,000 and over 27,536 1,139,439.7 17.3 358.5
Average (or 
total)
$ 7,161 $6,588,198.3 100.0 $2,072.0
(1) Table V-3, Line 3.
TABLE A -10
DIFFERENTIAL INCIDENCE - STATE INCOME TAX SUBSTITUTED FOR SALES TAX, 
AND EFFECT OF FEDERAL TAX OFFSET, OKLAHOMA, 1973
Income
Bracket
(dollars)
Average State 
and Local 
Income Tax 
Payments
( 1)
Per Cent 
Distribution 
of Total 
Revenue from 
State Income Tax
( 2 ) ................
Revenue if $116.5 
Million Additional Effect of
Distributed Same as Deductions Effective
Income Tax on Income Tax Offset
Total Average
(3) . . .  (4) (5).......... (6)
Under 3,000 $ 3 .49 $ 575.5 $ 2.8 —0— $ —0—
3,000- 3,999 10 .58 675.7 9.4 "0- —0—
4,000- 4,999 21 .94 1,095.0 19.6 1.74 0.3
5,000- 5,999 30 1.07 1,246.5 28.0 2.57 0.7
6,000- 6,999 42 1.76 2,050.3 39.4 3.81 1.5
7,000- 7,999 64 2.45 2,854.1 59.9 4.74 2.8
8,000- 9,999 85 6.33 7,374.1 79.5 7.07 5.6
10,000-14,999 176 24.32 . 28,331.4 164.7 9.27 15.3
15,000-24,999 330 36.24 42,217.5 309,0 18.13 56.0
25,000 and over 776 25.82 30,074.2 726.8 35.06 254.8
Average (or $135 100.0 $116,494.3 $126.6 23.60 8 . 4
total)
0 0
(1) CES, Interview Survey, Bulletin 1997, pp. 210-211.
(2) Equals of total revenue received from state income tax using average tax payments in 
Column 1 and the Oklahoma distribution of consumer units.
(3) The $116.5 million in present sales tax revenue is distributed to income brackets 
according to the percentages in Column 2.
(5) Table VI-6, Column 3.
(6) Column 4 times Column 5.
1 7 4
TABLE A-11
ALLOCATION OF SALES TAX REVENUE EXCLUDING TAX 
OFFSET AND EXPORTED* ACCORDING TO DISTRIBUTION OF 
TOTAL CONSUMPTION EXPENDITURES, OKLAHOMA, 1973
Income
Bracket
(dollars)
Per Cent 
Distribution 
of Total 
Consumption
(1)
Taxes Paid
Total
(000) Average
(2) (3)
Incidence
(4)
Under 3,000 9.20 $ 8,737.9 $ 42.62 1.72
3,000- 3,999 4.45 4,226.5 58.51 1.36
4,000- 4,999 3.78 3,590.1 64.34 1.18
5,000- 5,999 3.47 3,295.7 74.04 1.12
6,000-6,999 4.83 4,587.4 88.10 1.13
7,000- 7,999 4.80 4,558.9 95.63 1.06
8,000- 9,999 10.18 9,668.7 104.30 .98
10,000-14,999 23.60 22,414.7 130.34 .90
15,000-24,999 24.81 23,563.9 172.46 .79
25,000 and over 10.88 10,333.5 249.72 .51
Average (or total) 100.00 $94,977.5 $103.24 .88
*Total sales tax revenue allocated equals $94,977,500 ($116,494,300 total 
revenue for 1973 less $20,136,800 exported to federal government via offset 
and $1,380,000 exported to tourists).
(1) Table A-7, Column 3.
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